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CHAPTER 1 


GENERAL ADMINISTRATIVE SET-UP 

In the two earlier Statutory Reports, the working of the Companies 
Act for the first and second year had been characterised as periods of 
re-adjustment and consolidation. The third year under review may 
be briefly described es a period of assessment and appraisal, in which 
one of the major tasks of the Department was to ascertain how far 
the provisions of the new Act were being worked both by the manage¬ 
ment of companies and the Administration in conformity with the 
broad purposes underlying the Companies Act 1956 and the difli- 
culties in the way of compliance with them or of their enforcement 
in this light. 

2. The process of assessment and appraisal which had started with 
the publication of the Sastri Committee Report towards the end of 
last year gathered momentum during the year under review. The 
efforts of the Administration were directed towards removing margi¬ 
nal obscurities in the language of the law through interpretalional 
guidance, and to facilitate the removal of avoidable difficulties in 
the day-to-day working of the Act, by suitable procedural adjust¬ 
ments wherever possible. At the same time instructions were 
issued to the fleld staff of the Department to tighten up the enforce¬ 
ment of the Act, particularly in respect of those elements in the 
corporate sector which might be reasonably suspected of abusing 
their position and powers to the detriment of the interests of the 
companies shareholders and creditors. The need for the deliberately 
lenient attitude adopted by the Administration, following the assur¬ 
ances given in Parliament by the Ministers concerned at the time of 
the passing of the Companies Act, had considerably abated, and in 
the context of the increasing knowledge and understanding of the 
provisions of the Act during the last two years, it was felt that the 
time was ripe for a more vigorous enforcement of the Act in future. 

3. The tasks which the Department had set before itself were not 
easy. Admitted laxity in the administration of the Companies Act 
and related measures in the years before the coming into force of 
the Act of 1956 had induced habits of thought and action in the 
corporate sector which it was not easy to correct. Compliance with 
even those provisions of the Act, which had been on the statute book 
for decades before the Act of 1956 came into force but had never 
before been systematically enforced, were sometimes considered 
needlessly irksome, while the enforcement of the relatively new 
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provisions of the law was in some quarters characterized as inter¬ 
ference with freedom of enterprise. The social impulse which had 
originated most of these new provisions was not always adequately 
remembered even by the more enlightened management, and the 
sense of fiduciary responsibility was found to grow only very tardily. 
While these basic factors necessarily slowed down the pace of pro¬ 
gress, the existing administrative arrangements, under which the 
Department of Company Law Administration is at present responsible 
for only some aspects of the problems relating to the structure and 
working of the corporate sector, hindered the emergence of an 
integrated and coherent policy relating to this sector and rendered 
even its essential supervision in the public interest somewhat difficult. 
Subject to these basic limitations of climate and organization, the 
Department continued to do all that it could to enforce the piovisions 
of the Act in the spirit in which Parliament expected it to be 
enforced. 

Guidance to Public 

4. Realising the complexities of the present Companies Act, the 
Department had from the very beginning taken steps to give proper 
advice, guidance and clarification with regard to the various provisions 
of the Act whenever the companies, the investing public or others 
interested in the matter sought them on any specific points. Apart 
from giving advice verbally and through correspondence, the 
Department has also brought out a short compendium on the new 
Companies Act called the Layman’s Guide to the Companies Act, in 
four Indian languages, viz,, Hindi, Marathi, Bengali and Tamil 
explaining in as simple o language as possible the principal provisions 
of the Act, In addition, the Department has also published several 
popular pamphlets* for the benefit of the investing public. A few 
more publications of the same type are under preparation. 

5. During the year, the Department also issued specific instructions 
to the Regional Directors and Registrars of Companies to pay visits 
to the more important of the outlying commercial and business centres 
in their regions and States and to help the smaller companies, local 
auditors and the investing public in understanding and complying 
with the provisions of the Act. 

6. It may also be mentioned here that the Department keeps in 
close touch with the Chambers of Commerce in the country and con- 

•These Pamphlets are:— 

. Register a Company” (2) “The Requirements as to holding of 

meetings , (3) Occasions when a Company and its Members should approach the Central 
Government. Registrar, etc.”, (4) “Documents to be filed by Companies”, and (5l “Annual 
Company Report-Simplified Presentation of Statutory Accounts”, All these publications arc 
available with the Manager of Publications and his authorised Agents in the principal cities 
of the country. 
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suits them as and when necessary in all important matters relating 
to the administration of the Companies Act. 

Setting:-up of the Technical Advisory Committee 

7. During the year under review, the Department set up a high- 
power expert committee called the Technical Advisory Committee to 
assist the Department with advice on all major problems relating to 
legal and accounting matters arising out of the administration of the 
Act. This Committee is of a purely consultative nature and consists 
of experts drawn from the legal and accounting professions, some of 
whom are eminent practising members of their profession, while 
others hold top posts in several well-known business houses. Another 
Committee called the Research Programme Committee was also set 
up to advise the Department as to how best to compile, collect and 
process the statistics and other returns filed by the Companies with 
the Registrars of Companies for specialised studies on problems 
pertaining to company finance and company management. 

Delegation of Powers to Regional Directors 

8. Under the Act, discretionary powers under several sections of 
the Act have been conferred on the Central Government for regulat- 
ing the activities of companies. During the first two years of the 
working of the Act, all these powers were exercised from the Head¬ 
quarters of the Department. On the basis of the experience gained 
during the last two years, the Central Government in exercise of its 
powers under Section 637 of the Companies Act delegated its powers 
and functions to the Regional Directors at Bombay, Calcutta, Madras 
and Kanpur in respect of the following provisions of the Act. 

Section 21—Power to approve change of name by a company; 

Section 167—^Power to call an annual general meeting of a com¬ 
pany where a default has taken place in holding the 
meeting in time; 

Section 244 (3), (4), (8) (a)—^Power to appoint and to fix the 
remuneration of the auditor of a company where no auditor 
has been appointed by the company at its annuel general 
meeting; 

Second proviso to Section 439(5)—^Authority to empower the 
Registrar to present a petition to the Court for the winding 
up of a company in certain cases; 

Sections 496 and 508—Power to grant extension of time to the 
liquidator of a company for calling a general meeting of 



4 


B company or of its auditors where the period of extension 
applied for does not exceed six months; 

Section 555(7) (b)—^Power to sanction payment to the creditors 
or contributories of a company of imclaimed dividends pay¬ 
able or undistributed assets refundable, from out of the 
Companies Liquidation Account, where the claim does not 
exceed Rs. 500; 

Section 610—Power to allow inspection of documents filed with 
the Registrar along with the prospectus; and 

Section 627—Right to apply to b High Court for the production 
and inspection of books and papers of a company where 
offences are suspected. 

9. One of the powers delegated, viz., that under Section 555 (7) (b) 
requires, inter alia, that the Regional Directors should obtain from 
the claimants indemnity bonds wherever the amounts claimed are in 
excess of Rs. 50/-. In order to enable them to do so “for Bnd on 
behalf of the President of India”, they were specifically authorised to 
accept such bonds by a suitable notification in the Gazette of India. 

Delegation of Jurisdiction to District Courts 

10. The Companies Act, 1956, defines a Court as the High Court 
having jurisdiction in relation to the place where the registered office 
of the company concerned is situuted except to the extent to which 
jurisdiction has been conferred on the District Courts subordinate to 
that High Court in pursuance of sub-section 2 of Section 10. The 
jurisdiction conferred by the various State Governments which 
were formerly administering the now repealed Indian Companies 
Act, 1913, were not uniform and some doubts were entertained 
about the validity of such delegation in view of the repeal of the 
1913 Act. With the centralisation of the administration of the Com¬ 
panies in 1953 and the enactment of the Companies Act, 1956, with 
effect from 1st April, 1956, this Department considered the desir¬ 
ability of conferring uniform jurisdiction on District Courts under 
the various provisions of the Act. Accordingly, after consulting all 
the High Courts and the State Governments, original jurisdiction 
has been conferred on District Courts in respect of certain matters 
relating to the working of the Companies Act such as the rectifica¬ 
tion of the register of charges or mortgages, the compelling of a 
company to permit inspection of the register of members and 
annual returns by any shareholders or member of the public, 
the exercise by a shareholder of his right to copies of balance 
sheets etc. The necessary notification in this regard has been pub¬ 
lished in the Gazette of India. This delegation would, it is hoped, 
not only facilitate the working of the Act but also render proceedings 
in a court of law less expensive. 
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Changes in Rules and Regulations 

11. During the year, a few formal changes were made in the rules 
and regulations framed by the Central Government under the Act, 
mainly with a view to removing defects and deficiencies noticed in 
them in the course of the working of the Act. Copies of the notifica¬ 
tions were duly placed before Parliament wherever it was required. 

The Companies (Issue of Share Certificates) Rules 

12. Prosecutions launched against one particular group of com¬ 
panies brought to light fraudulent issue of duplicate, triplicate and 
sometimes quadruplicate shares. It was, therefore, considered 
desirable to provide in the Act itself that new scrips should not be 
issued in place of old ones, unless the latter were proved to have been 
lost, defaced or destroyed. This suggestion has been approved by 
the Companies Act Amendment Committee, 1957, and necessary pro¬ 
vision has been made in the Companies (Amendment) Bill, 1959. It 
is also proposed to frame the rules in this regard shortly.* 

Administration of Non-Trading Corporations 

13. According to Entry 32 of List II of the Seventh Schedule of the 
Constitution of India, the State Governments are concerned with the 
incorporation, regulation and winding-up of non-trading corporations 
with objects confind to one State, but the Department of Company 
Law Administration has had to deal with such companies also. Under 
the Constitution, legislative authority in respect of non-trading cor¬ 
porations follows the provisions of the Government of India Act, 
1935. When the Government of India Act, 1935 came into force, a 
new Section 289A was inserted in the Indian Companies Act, 1913 by 
virtue of which the powers conferred by the said Act on the Central 
Government relating to non-trading companies with objects confined 
to a single State were transferred to the State Government concerned. 
Later, in 1938, with the delegation of the administration of the 1913 
Act by the Central Government to the State Governments, the latter 
administered the Act with regard to the other companies also. But 
in 1955, when the Central Government resumed the administration 
of the Companies Act, the administrative arrangements of the State 
Governments in this regard were formally transferred to the Central 
Government along with the work relating to non-trading corpora¬ 
tions. On the coming into force of the Companies Act, 1956, the 
Central Government advised the State Governments to pass their 
own statutes for the administration of these corporations and to set 
up appropriate administrative machinery therefor. So far, only the 
State Governments of Bihar, Bombay, Rajasthan and Orissa have 

♦These rules have since been frameda nd notified in the Gazette of India vide G.S.R. 
798 dated the 30th June, 1959. 
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passed the necessary legislation, either as separate Acts or in the 
form of adaptations of the Companies Act, 1956 with minor modiftce- 
tions, and some other States such as West Bengal and Madras con¬ 
tinued to administer the said corporations in terms of the provisions, 
of the Indian Companies Act, 1913 since they contended that the old 
Act had not been repealed by the Companies Act of 1956 in so far as 
it relates to the administration of non-trading corporations with 
objects confined to a single State. None of the State Governments 
has, however, so far established any separate machinery for the 
administration of that Act, and the Registrars who are officers of the 
Central Government are still discharging the functions of the Regis¬ 
trars pn behalf of the State Governments*. The State Governments* 
have, therefore, been advised to obtain the Central Government’s 
consent under Article 258A of the Constitution of India in order 
to entrust formally the executive functions of the State Governments, 
in this regard to Central Government officers pending the setting-up 
of their own administrative machinery. 

14. In this connection, it may be mentioned that though Section. 
6(iii) and 7(iii) of the Indian Companies Act, 1913, required that non¬ 
trading corporations should specify the territories to which their 
objects extend, no serious attempt was made in the past to find out 
at the time of registration of the non-trading corporations whether 
the requirements of the aforesaid provisions were being complied! 
with. This has led to practical difficulties, since with the enactment 
of the present Companies Act, it has become necessary to determine 
which of the existing non-trading corporations had jurisdiction 
extending to more than one State so as to be governed under the 
new Act administered by the Central Government. It has now been 
decided that those non-trading corporations whose memoranda of 
association provide no indication of the territories to which their 
objects extended, should be deemed to be ‘‘existing companies” with¬ 
in the meaning of Section 3 of the present Companies Act unless the 
company produced evidence to the contrary. 

Extension of the Companies Act to Pondicherry 

15. The Indian Companies Act, 1913 which was repealed by the 
present Act was made applicable to the Pondicherry territory under 
the French Establishments (Application of Laws) Order, 1954. But 
even after the de facto transfer of the territory to the Republic of 
India, it was found that none of the statutory provisions in the matter 

♦ After this Report was drafted, news has been received in this Department that the 
Government of Bombay have just set up an authority for the administration of non-trading 
bodies with objects confined to the State of Bombay in terms of the recently enacted legis 
lation on the subject. 
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of maintenance of registers and filing of various documents were 
being complied with by the companies located there and that no 
satisfactory machinery existed for the administration of the Com¬ 
panies Act. The problem was reviewed during this year and the 
Regional Director, Madras held discussions with the Pondicherry 
Administration and the representatives of local businessmen and 
accountants to consider what modifications, if any, were necessary in 
the Companies Act, 1956 and also in the Chartered Accountants Act, 
1949 in their application to the territory. Pending further considera¬ 
tion of the matter. Government has appointed a Registrar of Compa¬ 
nies to administer, for the present, the provisions of the Indian Com¬ 
panies Act, 1913, in that territory. 

Foreign Companies 

16. Foreign companies, that is, companies incorporated in coun¬ 
tries outside India but having places of business in India are govern¬ 
ed by Sections 591 to 608 of the Act contained in Part XI of the Act. 
In form as well as in substance, these provisions are almost iden¬ 
tical with the comparable provisions of the U.K. Companies Act, 
1948. Under the Companies Act, 1956, a foreign company has to 
present its accounts in respect of its world business in the same 
manner as if it were an Indian company. At the same time, power 
has been given to the Central Government to exempt any foreign 
company or class of companies, by a notification in the Gazette 
from the statutory requirements in such manner as may be speci¬ 
fied in the notification. 

17. In spite of the exemptions/modifications granted and referred 
to in the last Report, it was urged on this Department, on behalf of 
several major foreign shipping and airlines companies that they 
were finding it very difficult to comply even with the modified pro¬ 
visions of the Act, and that having regard to the nature and com¬ 
plexity of their global transactions, the requirements of the Act 
should be further modified so that it should be deemed sufficient 
compliance with the statutory requirements if these companies, sub¬ 
mitted only copies of such accounts as are submitted by their 
parent offices in the country of their incorporation. The case of 
the companies was further examined at length in the Department, 
and later on discussed with some leading firms of Chartered Accoun¬ 
tants having experience of the special nature of the audit of the 
accounts of such companies, and also with the representatives of 
these companies. Following these discussions, the requirements of 
the Act in relation to the filing of accounts by such companies have 
been further modified to the extent that it would now be deemed 
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sufficient compliance with the requirements of the Act if these com¬ 
panies filed with the Registrar of Companies in India— 

(i) three copies of the accounts as submitted by them in the 
country of incorporation, and 

(ii) three copies of balance sheet and profit and loss account 
cast in accordance with the requirements of Schedule VI 
to the Act subject to certain modifications in respect of 
disclosure of gross earnings, investments, current liabilities 
and provisions etc. in line with the privileges enjoyed by 
such companies in the countries of incorporation. 

18. Even with these relaxations, the extent of disclosure re¬ 
quired, under the Indian Act, of foreign shipping and airlines com¬ 
panies having places of business in India, is in many respects larger 
than that expected of foreign companies under the comparable 
legislation applicable to them in their respective countries. 

Review of Progress made on the Amendment of Companies Acl^ 

19. As mentioned in paragraph 10 of the Second Statutory Report, 
a scrutiny of the amendments to the Companies Act, 1956, suggested 
by the Companies Amendment Committee (Sastri Committee) cons¬ 
tituted in May, 1957 was completed during this year and the draft 
of the necessary Amendment Bill was also nearly finalised by the 
end of the year. The object of the Bill is primarily to implement 
the recommendations of the Committee which had been accepted by 
the Government. The Bill also contains some new provisions de¬ 
signed to check such abuses and to regulate such tendencies as came 
to light since the submission of the Report to Government. It con¬ 
sists of 212 clauses of which 208 clauses seek to make some amend¬ 
ments in the substantive part of the Act and the remaining 4 deal 
with amendments to Schedules I, VI and VII of the Act and insertion 
of a new Schedule I A. 

Professional Bodies 

20. Besides the administration of the Companies Act, the Depart¬ 
ment of Company Law Administration is also concerned with the 
profession of accountancy in its different specialized fortn and 
with the administration of the connected professional bodies like the 
Institute of Chartered Accountants and the Institute of Cost and 
Works Accountants. 


♦The Companies (Amendment) Bill, 1959 referred to above was formally introduced in the 
Lok Sabha on 1st May, 1959 and was referred to a Joint Committee of both Houses on the 
8 th May, 1959. The Bill is now under examination by the Joint Committee. 





21. The Institute of Chartered Accountants which governs the 
accountancy profession under the Chartered Accountants Act, 1949 
as later amended in 1955, has now been in existence for nearly 10 
years. During the year, a committee was instituted to review the 
working of the Institute both from its organizational and adminis¬ 
trative aspects and to suggest how best it could be improved to 
meet the growing needs of the present and the future with reference 
to the economic activities in the country. The Committee submit¬ 
ted its Report in November, 1958 and made a series of recommen¬ 
dations on the administrative regulation and code of conduct of 
the profession, the holding of examinations, research and other mis¬ 
cellaneous matters. A bill to amend the Chartered Accountants 
Act was introduced in Parliament which sought to remove some of 
the defects and deficiencies noticed in the working of the Act 
during the last 10 years and to ensure better fulfilment of the pur¬ 
poses underlying the Act. One of the new provisions in the Amend¬ 
ment Bill vests the Government with powers to suggest regulations 
to be made by the Council of Institute and on the latter’s failure to 
do so, to make suitable regulations themselves in respect of matters 
specified in Section 30 of the Act in order to ensure that the manner 
in which the profession performed its duties subserved the ultimate 
ends of public policy. 

22. In pursuance of their declared object of promoting the study 
and application of cost accounting in the country, the Government 
accorded administrative recognition to the Institute of Cost and 
Works Accountants at Calcutta, in 1956, pending the enactment of 
necessary legislation for the establishment of a statutory body of 
Cost Accountants. Accordingly, a Bill to regulate the profession of 
Cost Accountants was introduced during the year more or loss on the 
lines of the Chartered Accountants Act, 1949. With statutory recog¬ 
nition of this specialized discipline, it is expected that more interest 
in this specialised branch of the profession could grow rapidly, 
particularly in view of the very great services that cost accounting 
can render , to the efficient and economical management of business 
in the context of the country’s plans for economic development. In 
the meanwhile, in order to meet the existing shortage of trained 
Cost Accountants for the growing needs of industrial undertakings 
in the public sector to which attention has from time to time been 
drawn by the Estimates Committee, a short term training scheme 
for the benefit of technical and financial officers of Government, 
State undertakings and the industries sponsored or aided by Gov¬ 
ernment, was started in August, 1957 in consultation with the 
Finance Ministry and the Planning Commission. The existing In¬ 
stitute of Cost Accountants in Calcutta has so far trained four 
batches of trainees in this subject and the fifth batch was currently 
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having its training towards the end of the year under review. 
After the fifth batch comes out, a total of 298 officer trainees would 
have received training in the elements of Cost Accountancy. 

23. Alongside the development of the profession of Cost and 
Works Accountants, the Department has, for sometime past, had 
under its active consideration, the question of organising the 
profession of Company Secretaries in the country. The need for 
creating this new profession arises from the fact that company 
management in this country is fast shedding its old world proprie¬ 
tory character and is becoming, as in other advanced countries, an 
increasingly complex business, in which adequate knowledge of and 
familiarity with the working rules and regulations based on the re¬ 
levant statutes like the Companies Act, the Income tax Act, the 
Capital Issues (Control) Act, the Securities Contracts (Regulation) 
Act,—to name only a few of the statutes directly concerned with the 
organization and working of the corporate sector—^has become an 
essential aid to top management. Such aid cannot be adequately 
offered unless there is at the disposal of the entrepreneurial class 
a cadre of trained men familiar with the law and procedure re¬ 
lating to these relevant statutes, who can administer them with 
knowledge and understanding and contrive measures for the im¬ 
provement of the internal organisational pattern of companies as 
also for effecting co-ordination between the various sections or 
departments of the companies, so that the basic problems of orga¬ 
nisation and methods do not hamper the execution of the opera¬ 
tional or investment policies of the top management. The Department 
has also undertaken a detailed preliminary study of the new discipline 
of financial and cost accounting popularly described as ‘Management 
Accountancy’. During the year the Department received a report 
from a team of accountancy experts whom the Department had 
sponsored for a study tour of the subject in the U.S.A. and Canada 
last year. The Report contained many suggestions which required 
further careful study and examination by the Department, 
because more than any other organization in the Government of 
India this Department is concerned with the pure problems of 
management relating to the form, structure and organisation of 
commercial and industrial enterprises carried on in the corporate 
form, the inter-relationship between the different elements of 
interests in their set-up and the behaviour pattern resulting from the 
nexus of these relationships,—a formidable array of subjects which 
has hitherto received little attention but which must necessarily 
become increasingly the concern of this Department in future. *1116 
Report of the Management Accounting Team lays particular stress 
on the fact that management accountancy can be adopted with great 
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advantage by the companies both in the public and private sector in 
the country and makes special mention of the role which Government 
can play in this matter through the introduction of certain account¬ 
ing methods and practices as an aid to management in the Govern¬ 
ment companies and statutory corporations under the administrative 
control of Government and in other quasi-Govemment departments 
such as the P.W.D., P. & T. etc. 

Cost of Administration 

24. As stated in the earlier two Statutory Reports, the Depart¬ 
ment is trying to be self-supporting by balancing the expenditure 
involved in the administration of the Act with the fees etc. realised 
under the Act. Receipts from the fees etc. for the year 1958-59 
are around last year’s actual receipts of a little over Rs, 25 lakhs, 
while the revised estimate of expenditure for the year is about 
Rs. 29*97 lakhs. 



CHAPTER n 

STATISTICAL POSITION OF COMPANIES DURING THE YEAR 
New Companies 

25. In 1958-59, the number of new registrations recorded a further 
rise for the second year in succession as compared with the noticeable 
fall in the number of new companies registered during the first year 
of the enforcement of the new Companies Act, in 1956. There were 
1,095 new registrations during 1958-59 as against 961 and 848 new 
companies registered during 1957-58 and 1956-57, respectively. The 
figures of new registrations for the year under review and the preced¬ 
ing year once again confirmed the Department's view that the set¬ 
back in new registrations recorded during the first year of the 
operation of the Act was a “passing phase”, and that by the end of 
1956-57, the new Act, by itself, had ceased to be regarded as a 
deterrent to company formation, following a better understand¬ 
ing of its provisions and wider appreciation of the constructive 
attitude of the Administration. It is true that, as compared with 
the yearly average of new registrations viz., 1,395 recorded during 
the quinquennium 1951-52 to 1955-56, the latest figures of new com¬ 
pany floatations are still somewhat low, but this was not to be al¬ 
together unexpected. As has been pointed out by the spokesmen 
of the Department on several occasions in the past, changes in the 
methods and techniques of company formation accompained by 
changes in the capital and management structure of companies in¬ 
duced as much by the scale of their operation as by extraneous fac¬ 
tors such as fiscal and other related measures would seem increasingly 
to affect the number of companies, as such and to complicate their 
financial and organisational structure. Company statistics for the 
year seem to confirm this trend. The paid-up capital of all joint 
stock companies increased by Rs. 209*7 crores in 1958-59 as against 
Rs. 222‘5 crores in 1957-58 and Rs. 53*4 crores in 1956-57. 

26. The 1,095 new companies incorporated during the year under 
review comprise 58 public companies with a total authorised capital 
of Rs. 59 crores and 1,037 private companies with a total authorised 
capital of Rs. 2,26 crores. The total authorised capital of all the new 
companies registered during 1958-59 amounted to Rs. 2,85 crores as 
against the total authorised capital of Rs. 1,03 crores and Rs. 2,11 
crores of all companies registered during the years 1957-58 and 
1956-57 respectively. 



13 


27. The numbers of public companies registered during 1957-58 and 
1956-57 were 65 and 84 with a total authorised capital of Rs. 53 crores 
and Rs. 54 crores respectively and those of private companies re¬ 
gistered during these years were 896 and 764 with a total authorised 
capital of Rs. 50 crores and Rs. 1,57 crores respectively. 

State-wise and Region-wise distribution of new Companies 

28. Out of 1,095 newly registered companies in 1958-59, 364, 240, 
130 and 113 companies were formed in the 4 major States of West 
Bengal, Bombay, Delhi and Madras respectively. There was a 
steady rise in the number of new company formations in the States 
of West Bengal, Bombay and Delhi since 1956-57. The total number 
of new companies in these four States aggregated 847, accounting for 
about 4|5ths of the all-India total The new registrations in the other 
States ranged between 14 companies in the State of Madhya Pradesh 
and 47 in the State of Kerala. 

29. A study of the region-wise distribution, of new companies re¬ 
gistered during the year reveals that there were 424 new companies 
registered in the Eastern Region (comprising West Bengal, Bihar, 
Orissa, Assam, Manipur and Tripura), 254 in the Western Region 
(comprising Bombay and Madhya Pradesh), 211 in the Northern 
Region (comprising Uttar Pradesh, Punjab and Himachal Pradesh, 
Rajasthan and Delhi) and 206 in the Southern Region (comprising 
Madras, Andhra Pradesh, Mysore and Kerala). The table below 
shows the region-wise trends in new registrations during the last 
three years. 


Table 1 

Region-wise Trends in New Registrations. (1956—59) 


Region 

1958-59 

1957-58 

1956-57 

Eastern Region . 

424 

420 

334 

Western Region. 

254 

198 

175 

Northern Region. 

211 

191 

192 

Southern Region. 

206 

152 

147 


Total 


1095 


961 


848 
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Industrial Pattern of New Companies 

30. The industrial pattern of new companies registered during the 
year imder review as compared with the preceding year was as 
follows: 


Table 2 

Distribution of New Companies aexording to lndu.strial Groups (1956—59) 


(Authorised capital in crorcs of rupees) 


Major Industrial Group 

1958-59 

1957-58 

1956-57 

No of 
Com¬ 
panies 

Autho¬ 

rised 

Capital 

Rs. 

No of. 
Compa¬ 
nies 

Autho- 
' rised 
Capital 

Rs. 

No of 
Compa¬ 
nies 

Autho¬ 

rised- 

Capita! 

Rs. 

Agriculture and Allied Activities. 

33 

•84 

39 

1-01 

28 

2-24 

Mining and Quarrying • 

22 

71-59 

17 

1-94 

31 

78-78 

Processing and Manufacturing (all 
kinds) .... 

502 

1,67*69 

427 

68-89 

330 

88 

Construction and Utilities 

26 

1-21 

37 

1-30 

17 

3-99 

Commerce (Trade and Finance) 

• 302 

37-39 

281 

17-15 

292 

23-56 

Transport, Communications and 
Storage 

104 

2-97 

70 

10-21 

66 

11-34 

Services of all kinds 

106 

2-67 

90 

2-21 

84 

2-54 

Totalj 

1,095 

2,84-36 

961 

1,02-71 

848 

2,10-65 


31. It will be observed that 502 new companies were formed in 
the ‘Processing and Manufacturing’ Groups—^Poodi-stuffs, Textiles and 
Leather, Metals and Chemicals and other industrial goods. The 
total authorised capital of these companies amounted to Rs. 1,68 
crores accounting for nearly 59 percent, of the total authorised 
capital of all companies registered in 1958-59. Next in importance 
was the Commerce Group which recorded 302 new companies with 
a total authorised capital of Rs. 37 crores. Thus the two main Groups 
viz., Processing and Manufacturing and Commerce (Trade and Fin¬ 
ance) registered a total number of 804 companies i.e., about 3|4th of 
the total number of companies formed during the year. The authorised 
capital of these 804 companies constitutes about 72 per cent, of the 
total authorised capital of all the new registrations of the year. 
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Management Pattern of New Companies 

32. The observations made in the first and second Annual Re¬ 
ports on the working and administration of the Companies Act that 
there had been a perceptible shift towards management of companies 
by the Board of Directors held good also for the year under review. 
Out of the 1,095 new companies registered during this year, 830 com¬ 
panies were proposed to be managed directly by the Board of 
Directors, and 250 companies were reported to be managed by 
Managing Directors. The number of companies which proposed to 
have Managing Agents was 7 as against 15 in 1957-58 and 14 in 1956-57. 
As against one company which proposed to appoint Managers and 
one company Secretaries and Treasurers to look after their manage¬ 
ment in 1957-58, one company was to have Managers and 7 companies 
were reported to have Secretaries and Treasurers to manage their 
affairs during the year under review. Tlie table below summarises 
the statistical position relating to forms of management of new com¬ 
panies registered during the three years 1958-59, 1957-58 and 1956-57. 


Table 8 

Proposed Forms of Management of New Companies. (1956—59). 


Forms of Management 


Number of Companies 


1958-59 1957-58 1956-57 


Managing Agents • 

Managers • 

’Secretaries and Treasurers 
Managing Directors • 
Directors • • 


7 

15 

14 

1 

1 

2 

7 

1 

1 

250 

227 

197 

830 

717 

634 


Total; 1,095 961 848 


tSize Pattern of New Companies 

33, A study of the size pattern of new companies registered during 
the year under review reveals a broad correspondence with the size 
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distribution of new registrations during the preceding two years. 
During l%8-59 out of a total of 1,095 new registrations 694 companies 
or about 63 per cent, have been incorporated and registered with an 
authorised capital of less than Rs. 5 lakhs as against 605 or about 
63 per cent, during 1957-58 and 478 companies or about 56 per cent, 
during 1956-57 in the same category. The percentage of new com¬ 
panies with an authorised capital of Rs. 5 lakhs and under Rs. 10 
lakhs to the total of new registrations during the year under re¬ 
view was 25 as against 24 and 27 in 1957-58 and 1956-57 respectively. 
The new companies having an authorised capital of Rs. 10 lakhs 
and under Rs. 50 lakhs constitute about 8 per cent-, 9 per cent, and 
11 per cent, of the total new registrations of the years 1958-59, 1957- 
58 and 1956-57 respectively. 


34. The new companies having an authorised capital of Rs. 50 
lakhs and under Rs. 1 crore and Rs. 1 crore and above numbered 13 
and 22 respectively during the year under review as against 9 and 23 
companies in 1957-58 and 16 and 28 companies in 1956-57 in thes' • two 
respective categories. The number of the new companies having an 
authorised capital of Rs. 50 lakhs and above constituted about 3 7 per 
cent, of the total new registrations in 1958-59 as against 3.8 per cent, 
in 1957-58 and 5'2 per cent, in 1956-57. The authorised capital cjI the 
22 giant companies (with an authorised capital of Rs. 1 crore and 
above) registered during the year under review amounted to 
Rs. 2,39 crores which accounted for about 84 per cent, of the total 
capital of all new companies as against 64 per cent, in 1957-58 and 81 
per cent, in 1956-57. The average authorised capital of a new giant 
sized company this year worked out at Rs. 10.9 crores as against Rs. 
2.4 crores in 1957-58 and Rs. 6.1 crores in 1956-57. The marked rise 
in the average size of the giant-sized companies during the year was 
accounted for mainly by the formation of eight giant-sized compan¬ 
ies whose authorised capital aggregated Rs. 2,10 crores. Of these 8 
companies, three were Government companies named Indian Re¬ 
fineries, (Rs. 30 crores). National Mineral Development Corporation 
(Rs. 15 crores) and Heavy Engineering Corporation (Rs. 50 crores) 
and the remaining five were non-Government companies named 
Baroda Rayon Corporation (Rs. 10 crores). Refinance Corporation for 
Industry Private Ltd. (Rs. 25 crores), Hindustan Aluminium Cor¬ 
poration Ltd. (Rs. 20 crores), ACC-Vickers Babcock Ltd- (Rs. 10 
crores) and Oil India Private Ltd. (Rs. 50 crores) in which last men¬ 
tioned company Government interest was reported to be one-third. 
The statistical position of new giant-sized Govermnent and non- 
Govemment companies registered during the last three years is set 
out in detail in the following table. The next table shows the size* 
pattern of new companies during the last three years* 
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Table 4 

New Giant-sized Govenunent and noii-Govenuncnt Companies^ registered during 

105&-59 


(Rs. in crorcs) 


1958-59 1957-58 1956-57 



No. Autho¬ 
rised 
Capital 

No. 

Autho¬ 

rised 

Capital 

No. 

Autho¬ 

rised 

Capital 


Rs. 


Rs. 


Rs. 

Public 

Total 

9 52*0 

17 

48-0 

15 

45-0 

Government • 

• fl —* —^ 

— 

— 



Others . 

9 52*0 

17 

48-0 

15 

45-0^ 

Private 

Total 

13 1,87-2 

11 

18-0 

13 

1,25- 5 

Government . 

6 98-0 

2 

8-0 

7 

1,19*0 

Others « 

. . 7 89*2 

9 

10-0 

6 

6-5 

Total 

All Companies 

22 2,39-2 

28 

66-0 

28 

1,70-5 

Government 

• . 6 98-0 

2 

8-0 

7 

1,19*0 

Others . 

16 1,41-2 

26 

58-0 

21 

51-5 


Tabije 5 

Size pattern of new Companies (1956—59). 


Size Group according to an 1958-59 1957-58 1956-57 

authorisd capital --—- 


PubKc Pri- Tot- Public Pri- Tot- Public Priv- Total 

vate al vate al vate 


Below Rs. 1 lakh . 

3 

249 

252 

4^ 

227 

231 

4 

167 

171 

Rs. 1 lakh and under Rs. 5 

lakhs .... 

14 

428 

442 

15 

359 

374 

16 

291 

307 

Rs. 5 lakhs and under Rs. 10 

lakhs * ■ • ■ 

12 

262 

274 

15 

214 

229 

19 

211 

230 

Rs. 10 lakhs and under Rs. 25 
lakhs . • • . 

8 

55 

63 

6 

60 

66 

11 

59 

70 

Rs. 25 lakhs and under Rs. 50 

lakhs .... 

5 

19 

24 

5 

19 

24 

12 

14 

26 

Rs. 50 lakhs and under Rs. 1 

crorc. 

7 

11 

18 

3 

6 

9 

7 

9 

16 

Rs. 1 crore and above . 

9 

13 

22 

17 

11 

28 

15 

13 

28 

Total 

58 

1,037 

1,095 

65 

896 

961 

84 

764 

848 
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New Government Companies 

35. During 1958-59, 16 Government companies were reported to 
have been floated with a total authorised capital of Rs. 98 crores as 
against 18 nev/ Government companies with a total authorised 
capital of Rs. 9 crores formed in 1957-58 and 13 Government com¬ 
panies with a total authorised capital of Rs. 1,20 crores in 1956-57. Of 
these 16 companies, 4 companies viz.. The Heavy Engineering Cor¬ 
poration Private Ltd. (authorised capital Rs. 50 crores), Indian Re¬ 
fineries (Rs. 30 crores). National Mineral Development Corporation 
(Rs. 15 crores) and Indian Handicrafts Development Corporation 
(Rs. 1 crore) were set up by the Central Government and, the re¬ 
maining 12 by the State Governments (9 by the State of Orissa and 1 
each by the Stales of Rajasthan, Uttar Pradesh and Kerala). The 
total authorised capital of the 4 companies set up by the Central 
Government amounted to Rs. 96 crores while the 12 companies 
sponsored by the States were registered with an aggregate authorised 
capital of only Rs. 2 crores. All the new Government companies 
registered during the year under review were incorporated as private 
limited companies. The following table summarises the statistical 
position of Government companies during the last three years. 


Table G 

New Government Companies formed during 1958-59 and the two preceding years 

(In crores of Rupees). 

1958-1959 1957-58 1956-57 


Government Companies No. Autho- Paid No. Autho- Paid No. Autho- Paid 

rised up rised up rised up 

Capi- Capi- Capi- Capi- Capi- Capi¬ 
tal tal tal tal tal tal 

R$» Rs. Rs. Rs. Rs. Rs. 


PubUc . . . — — — 1 0-10 -03 !♦ 0 02 — 

Private .... 16 98*31 1*04 17 8*50 - 67 12 1,19*90 36-26 


Total 16 98-31 1*04 18 8*60 0*70 13 1,19-92 36*26 


Notes: 1. ’Went into liquidation during the year of registration. 

2. Capital figures refer to the position as on 31-3-59. 

Associations not for profit and guarantee companies 

36. During the year under review, 39 new companies limited by 
guarantee and associations not for profit were reported to have been 
registered in the Indian Union as against 38 and 29 in 1957-58 and 
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1956-57 respectively. The number of new guarantee companies was 
20 and that of new associations not for profit was 19. In 1957-58, 23 
guarantee companies and 15 associations not for profit were formed. 
The total number of companies belonging to these categories reported 
to be at work as on the 31st March, 1959 was 1,323. 

Company Liquidations 

37. During 1958-59, 1,925 companies were reported to have ceased 
to work as against 1,983 in 1957-58 and 1,135 in 1956-57. Of these 
1,925 companies, 481 had gone into liquidation and 1,444 were struck 
off the registers. The number of guarantee companies and associa¬ 
tions not for profit which ceased functioning during the year totalled 
72 as against 46 in 1957-58. 

38. During the last three years as many as 3,612 companies which 
were virtually defunct had been struck off the registers in pursuance 
of a vigorous policy adopted by the Administration with regard to the 
removal of moribund companies from the registers. The number of 
companies which had gone into liquidation during these three years 
was 1,431. The vigorous policy of weeding out virtually defunct 
companies which will continue to be pursued for some years to come, 
may be expected to result in a fall in the total number of companies 
at work, but will not affect the trend of capital formation adversely. 

Conversion of Companies 

39. The number of public companies converted into private com¬ 

panies has more or less remained stationary at the last year’s level- 
During 1958-59 there were 57 cases of conversion of public companies 
into private companies as against 54 such cases during 1957-58 and 
227 in 1956-57. The number of private companies which converted 
themselves into public companies was 5 during the year under 
review. , ~ , A 

Company Amalgamations 

40. During 1958-59, the number of company amalgamations and 
mergers was reported to be 16 as against 14 in 1957-58. 

Surrender of managing agencies 

41. The number of cases of surrender of managing agencies was 
reported to be 41 during the year under review. The latest returns 
received from the Registrars of Companies in the various States, 
however, show that the number of such surrenders was slightly 
higher being 66 and 93 during 1957-58 and 1956-57, respectively. Thus 
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the total number of surrenders of managing agencies during the last 
three years was of the order of 200, Of these 200 cases of suiTender 
of managing agencies detailed information in respect of replacement 
of the outgoing managing agents by new managing agents or other 
alternative forms of management, is available for 146 cases. In &3 
out of the 146 cases, the places vacated by managing agents were 
filled up by direct management by boards of directors; in 30 cases 
the places were taken over by the managing diiectors, and in 12 cases 
by the secretaries and treasurers. There were only 11 cases reported 
where new managing agents had come in the places vacated by the 
old managing agents. 

Foreign Companies 

42. During the year 1958-59, the total number of companies incor¬ 
porated elsewhere than in India, having places of business in this 
country, was reported to be 572. Of these companies, 398 were of 
U.K. origin and 59 were from the U.S.A.; 13 each were incorporated 
in Pakistan and France and 12 and 10 in West Germany and Japan 
respectively. Canada, Ceylon, Switzerland and Netherlands had 
each 6 companies while Hongkong and Australia accoimted for 5 com¬ 
panies each. Sixteen other foreign companies had less than 5 
branches each in India. Of the 572 foreign companies, 295 had prin¬ 
cipal places of business in Calcutta, 165 in Bombay, 29 in Assam, 28 
in Delhi and 26 in Madras. The remaining 29 foreign companies had 
their places of business in other States of the Indian Union. 

Companies at work 

43 . The total number of companies at work during 1958-59 was 
reported to be 27,479 with a total paid-up capital of Rs. 15,10 crores 
as against 28,283 and 29,357 companies at work in 1957-58 and 1956-57, 
with a total paid-up capital of Rs. 13,00 crores and Rs. 10,78 crores 
respectively. The companies at work during the year under review 
comprised 7,760 public companies and 19,719 private companies with 
an aggregate paid-up capital of Rs. 7,84 crores and 7,26 crores respec¬ 
tively. The total number of companies at work during 1955-56 i.e. 
prior to the enforcement of the Companies Act on the 1st April, 195G 
stood at 29,874 with a total paid-up capital of Rs. 10,24 crores. Those 
companies comprised 9,575 public companies with Rs. 6,90 crores as 
their paid-up capital and 20,299 private companies having a total 
paid-up capital of Rs. 3,34 crores. It, will be seen from the above 
figures that although the total number of companies at work declined 
by 2,395, their paid-up capital increased by Rs. 4,86 crores. As has 
been already stated, the fall in the number of companies was ahnost 
entirely attributable to the vigorous policy of striking off moribund 
companies adopted by the Department since 1957-58 and exemplifies 
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one aspect of the efforts at rationalization of the working of the 
private sector attempted in this Department during the last two 
years. 

The following table gives the total number and paid-up capital of 
companies at work during the years 1955-56 to 1958-59. 

Table 7 

Companies at work (1955-56 to 1958-59). 

(Rs. in crores). 


Years 

Public 


Private 

Total 

No. 

Paid-up 

Ciipital 

Rs. 

No. 

Paid-up 

Qipital. 

Rs. 

No. 

Paid-up 

Capital, 

Rs. 

1955-56 

9,575 

6,90-4 

20,299 

3,33-8 

29,874 

10,24-2 

1956-57 

8,810 

7,14-6 

20,547 

3,63-0 

29,357 

10,77-6 

1957-58* 

8,266 

7,54-2 

20,017 

5,45*9 

28,283 

13,00*1 

1958-59* 

7,760 

7,84-1 

19,719 

7,25-7 

27.479 

15.09-8 


•Provisional 



CHAPTER III 


APPLICATIONS AND DOCUMENTS RECEIVED BY REGISTRARS 

OF COMPANIES 


Disposal of Applications 

44. During 1958-59, the Registrars of Companies in the States 
received 17,497 applications from companies for the extension of time 
for holding their annual general meetings under Section 166 (1) (c) 
of the Companies Act, for the extension of their financial year in con¬ 
nection with the presentation of annual accounts under section 210 
(4), for the inspection of documents and for the issue of duplicate 
certificates of incorporation under Section 610 (4) and for other mis¬ 
cellaneous purposes under the Companies Act. All applications 
except 82, which were received during the last month of the year 
were disposed of by the Registrars during the year. The Registrars 
admitted 15,721 of these applications, and rejected 1,732 of which 
1,560 were for the availability of names. In these cases, the Registrars 
could not make available the new names asked for by the parties 
either because the names asked for were identical with or too nearly 
resembled the names of companies which are already in existence 
or because the proposed names were deemed to be undesirable within 
the meaning of sub-section (1) of Section 20 of the Act. One hundred 
and sixty-four applications for extension of time for holding annual 
general meetings imder Section 166 (1) (c) were rej'ected as the 
reasons advanced by the companies concerned for extension of time 
were considered to be unsatisfactory. Applications praying for the 
extension of time for holding annual general meetings were fewer 
than those submitted in the first year of working of the Companies 
Act. The number of such applications was 2,408 in 1958-59 as against 
3,222 in 1956-57, a fall of about 25 per cent over the figures of 1956-57. 
As compared with the applications received under Section 166(1) 
(c), the number of applications for the extension of the financial year 
of the companies under Section 210(4) was very small. Only 36 
applications were received under this Section. In the previous two 
years, i.e., 1956-57 and 1957-58, the numbers of such applications were 
87 and 25 respeatively. As against the fall noticed in the case of 
applications received under Section 166 (1) (c) and 210 (4), the num¬ 
ber of applications for availability of names for new companies pro¬ 
posed to be formed increased nearly four-fold in 1958-59; the number 
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of such applications increased from 1,296 in 1956-57 to 4,132 during 
the year under review. Since applications for new names of com¬ 
panies are indicative of intentions on the part of company promoters 
to set up new business undertakings, the large increase in the num¬ 
ber of such applications may be reasonably construed not only as 
pnma facie evidence of the noticeable revival of market confidence 
in the prospects of the corporate sector in the year under review but 
also provides statistical proof of the rapid increase in promotional 
activities in the private sector during the period, confirming once 
again the earlier assessment of the long-^term effects of the new Com¬ 
panies Act on the climate for investment in this sector. Tables 8 and 
9 below show the trend in the receipt and disposal of applications by 
the Registrars of Companies during the last three years. 


Table 8 

Applications received under Sections 160(1) (c), 210 (4) and for availability of 
names etc, during the last three years 


Section 

Name of Application 

1956-57 

1957-58 

1958-59 

166(l)(c) 

Annual General Meetings—^Extension of 
time for holding. 

3,222 

2,385 

2,408 

210(4) 

Annual Accounts—Extension of the periods 
covered by a financial year . 

87 

25 

36 


Availability of names ^ • 

1,296 

1,883 

4.132 


Miscellaneous. 

2,623 

14,164 

10,921 


Total 

7,228 

18,457 

17,497 


Table 9 

Applications received and disposed of by the Registrars of {Companies during 1958-59' 


Section 

Nature of Application Received 

Entertained Refused 

Out¬ 

standing 

1660X0 

Annual General Meeting—Exten¬ 
sion of time. 

2,408 

2,219 

164 

13 

210(4) 

Annual Accounts—Extension of 
period covered by financial 
year ..... 

36 

35 


1 


Availability of names 

4,132 

2,568 

1,560 

4 


Miscellaneous 

10,921 

10,899 

8 

14 


Total 

17,497 

15,721 

1,732 

32 
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Disposal of Documents 

45. During the year imder review, about 1,13,319 statutory docu¬ 
ments including the annual returns, annual accounts, special resolu¬ 
tions, charges and their satisfactions, returns relating to directors, 
managing agents, secretaries and treasurers etc., were filed with the 
Registrars under various sections of the Act. Under Sections 159 
and 160 of the Act 28,230 annual returns were filed by the companies 
and the number of annual accounts filed under Section 220 of the 
Act was 24,267. The comparable figures of these two sets of documents 
filed in 1957-58 are 17,205 and 19,393 respectively. The number of 
documents other than the annual returns and annual accounts receiv¬ 
ed by the offices of the Registrars of Companies totalled 60,822. Out 
of the 1,13,319 documents presented by the companies to the Regis¬ 
trars of Companies during the year, 96,403 documents v/ere filed and 
taken on record after proper scrutiny by the end of the year, the 
remaining documents were either under examination or were refer¬ 
red back to the companies for necessary corrections before they could 
be taken on record or filed. 

46. The statutory documents drawn up and filed by the mediiun 
and big-sized companies were generally found to be in conformity 
with the requirements of the Act, and were, therefore, taken on 
record on their presentation. The documents presented by the smaller 
companies and by those registered in relatively backward States 
were not always found to be properly drawn up. In many cases, they 
had to be referred back to the companies for necessary corrections. 
This is, however, no new phenomenon. The relatively small compan¬ 
ies as also companies operating in backward areas of the country 
have been always somewhat slack in their compliance with the pro¬ 
visions of the Companies Act, partly because they have never had 
the benefit of the services of trained staff and partly because the 
managements of these companies were seldom required to adopt 
methodical ways of carrying on business accordingly to law till 1956. 
That little or no action was taken either to correct this state of affaiirs 
Is a sad commentary on the administration of the Act in the past. It 
is only since the new Act came into force in 1956 and the new Depart¬ 
ment of Company Law Administration was set up, that systematic and 
determined efforts have been made to enforce the provisions of the 
Act, and to assist all those, who are in need of help and guidance, in 
understanding the provisions of the Act and complying with them. 
The advisory services offered by the field organization of the Depart¬ 
ment* have been widely publicised and company managements have 
been encouraged to avail themselves of these services freely. Under 
ifae instructions of the Department, Regional Directors and Registrars 
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of Companies have been visiting important centres of trade and 
industry from time to time. The process of education must, however, 
be necessarily slow, for it always takes time for new ideas to be 
assimilated and absorbed and for new habits of mind and conduct 
to grow. The problem is, primarily not one of the nature and 
the complexity of the Act, but largely one of education in the widest 
sense of the word, with a view to winning over people to new ways 
of thinking and acting through advice, persuasion and if necessary, 
coercion, where deliberate infringement of the law is established. 
The Department is fully seized of this problem and within the limits 
of its manpower resources, which at present considerably circums¬ 
cribe its activities, proposes to do all that it can to enlarge and extend 
the scope of the advisoiy services of its field organization. 

47. The following are some typical examples of defects noticed in 
the statutory documents (other than the annual accounts which are 
dealt with separately in another chapter entitled ‘Company Accounts 
and Audit’) in the course of their scrutiny in the offices of the 
Registrars: 

(i) The prospectus and the statement in lieu thereof in many 
cases were found to be incomplete in contents and state¬ 
ments which should have been appended thereto. 

(ii) In the returns of allotment where the allotment was for 
consideration other than cash, returns of allotment were 
not properly filled. 

(iii) Documents relating to the modification of charges were 
not properly filled up. Similarly documents relating to 
the satisfaction of charges under Section 138 were found 
to be defective and incomplete. Often, they were signed 
by only one director of the company, and the common 
seal of the company as required by the Articles and Regu¬ 
lation 84 (2) of Table A of Schedule I of the Companies 
Act, was missing. 

(iv) In many cases the lists of members included names of 
trusts as shareholders. The attention of the companies 
was drawn to the provisions of Section 153 of the Act 
whereby such trusts could not be members of the company 
and, therefore, necessary corrections were called for in the 
documents before they could be taken on record. 

(v) In the annual returns, particulars of indebtedness requir¬ 
ed to be disclosed under sub-head 4 of the document, 
were not correctly filled up by many a company. More¬ 
over, in many cases discrepancy in the figures reported in 



26 


the annual returns and as per tlie returns of charges filed 
by companies was also noticed. In these cases, the 
annual returns were referred back for necessary correc¬ 
tions. 

(vi) In the annual returns of some companies, details of 
nominal, issued share capital such as the different classes 
of share capital, number of shares under each class of 
share capital issued subject to payment wholly in cash or 
otherwise etc. was not given. 

48. The incidence of defaults with regard to the filing of docu¬ 

ments, within the time limit prescribed in the Act showed signs 
of progressive decline during the last three years- The most 
common default noticeable was with regard to the returns of allot¬ 
ment which have to be filed within one month of the making of 
the allotment under Section 75 of the Act. Vigorous but discrimi¬ 
nating enforcement of the Act, accompanied by wider diffusion of 
knowledge about the requirements of the Act will, it is hoped, short¬ 
ly induce the companies to bo punctual in the submission of their 
returns in future. ‘ 

Disposal of Complaints 

49. The coming into force of the present Companies Act, in 1956 
and the climate created at that time made the general and the 
investing public feel that the new Act would be a powerful instru¬ 
ment for checking the evils noticed in company management and 
company investments in this country. Generally speaking, the 
public looked up to Government as the principal protector of the 
shareholders’ interests. While the new administrative machinery 
was admittedly much stronger and much more competent than the 
old administrative set-up prior to 1955, yet in the objective conditions 
in which it had to function, it could hardly deal effectively with all 
these evils. The popular impression created by the new measure 
was, to a large extent, based on an inadequate understanding of the 
scope of the new Act and the nature of the powers conferred under 
it on the Central Government. The debates in Parliament during 
the consideration of the Companies Bill in 1955 and the original 
constitution of the new Department of Company Law Administration 
had created the impression that it would deal with the problems 
of the form, structure and working of the joint stock companies, 
and although subsequent administrative steps had limited the 
scope of -the Department, this fact was generally overlooked. 
The expectation of the general public and the ordinary share- 



27 


^holders who could not be expected to appreciate the significance of 
Ithese administrative steps, however, continued unabated. Large 
Inumbers of complaints have, therefore, continued to pour into the 
J Department during the last three years from the shareholders, credi- 
; tors,* etc. at the Headquarters as well as in the Registrars* 
offices for investigation and deterrent action against the 
company managements or company officials alleged to have done 
wrong. The complainants were the shareholders, ex-employees, ex¬ 
directors and the creditors. The complaints, enquiries, etc. received 
from them were of varied nature, e..gf., 

(a) ordinary and routine enquiries regarding holding of 
general meeting, non-payment of dividends, non-receipt 
of balance sheets, etc., 

(b) allegations of mismanagement, improper interlocking of 
funds prejudicial to the interests of the companies involv¬ 
ed, invalid continuation of a director, employment of in¬ 
competent relatives, appointment of selling or managing 
agents, etc., 

(c) allegations of misappropriation of funds, fraud, etc; 

(d) requests for vague and general enquiries on the basis of 
ill-defined allegations. A large percentage of these en¬ 
quiries and complaints were received in the offices of the 
Registrars of Companies 

The more important complaints calling for action by Govern¬ 
ment were dealt with at the Headquarters while others were as a 
rule forwarded to the Regional Directors of Companies and the 
Registrars of Companies to whom specific instructions had been 
issued from the Headquarters for proper and expeditious disposal 
of these matters. The Regional Directors and Registrars of the De¬ 
partment have been instructed to carry out a detailed examination 
of records available in the local offices whenever any compla’‘nt is 
received by them, and where further information is needed, to ex¬ 
plore all relevant sources to collect all such information as may be 
required for a proper probe into the complaint. They have also 
been advised to complete their enquiries methodically and in a 
business like manner, avoiding piecemeal demands for supplement¬ 
ary information. They have been also asked not to give undue 
weight to complaints which would prima facie appear to be frivol¬ 
ous, and as far as possible to desist from any action during the 
enquiry stage which might needlessly interfere with the working 



28 


I 


of companies. In regard to more serious complaints such as m’s- 
appropriation of funds, fraud, mismanagement, improper inter¬ 
locking of funds, etc., the Registrars of Companies have been asked 
to seek detailed guidance from the Regional Directors who are well 
briefed from the Headquarters. 

50. In dealing with complaints and enquiries, the basic attitude 
of the Department i-s to steer clear of petty, fictitious differences 
between groups of directors, or shareholders, and to intervene in 
disputes only when the law is prima facie broken or when company 
methods and practices generally recognized to be sound are given 
up in favour of dubious procedures and techniques intended to sub¬ 
serve particular personal ends. Where complaints involve import¬ 
ant issues of policy or public weal or conflicting interpretations of 
law, enquiries into them are invariably made at a high level. 
Formal investigation through the appointment of Inspectors calls 
for a great deal of circumspection, the usual considerations being 
inter alia the possibility of securing re-imbursement of wrongful 
losses, the chances of effective action under the Criminal law against 
miscreants, the nature of the offences alleged in relation to the cost 
of investigation, and the nature of the public interest to be served 
by such investigation. 

51. The experience of the Department in respect of these com¬ 
plaints has been that many of them have on investigation been 
found to be frivolous, and in a number of cases the people who 
possessed the information were found to be unwilling to give 
further details or clues to the Registrar of Companies. The powers 
available under Section 234 with regard to the calling of information 
from the company’s management have been found to be singularly 
inadequate. Preliminary enquiries by Registrars of Companies 
very often involved protracted correspondence with the companies 
as also with others. Nevertheless, by and large, the systematic 
and generally expeditious handling of complaints received at the 
Field Offices and Headquarters has made the shareholders, the 
creditors and the general public who have dealings with the com¬ 
panies more company-conscious than they have been ever before 
and also created a general atmosphere of awareness in the country 
that the Department shows little leniency towards those who are 
found to be conducting the affairs of the companies on admittedly 
unhealthy lines or by unlawful means. 

52. As compared with the last year a fewer number of complaints 
from the company shareholders, employees and creditors were re¬ 
ceived and attended to in the offices of the Registrars during the 
year under review. As against 2,053 complaints received in 1957-58 
only 1,292 were received in 1958-59. 
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Documents inspected by Public 

53. During the year about 10,000 inspections were allowed by the 
Begistrars of Companies under section 610(a) and (b) of the Act, 
as against approximately 6,000 inspections last year and 12,000 in 
1956-57. Of the total inspections reported to have been granted 
during the year, about 7,500 were in the office of the Registrar of 
Companies, West Bengal at Calcutta. 

Special Ucsolutions 

Section 314 

54. During 1958-59, 597 companies were reported to have passed 
S21 special resolutions under section 314 of the Companies Act for 
regularising the appointment of directors and their relatives to the 
officers of profit in the companies excepting to those offices which 
are exempt from the scope of this section. As was to be expected, 
the number of special resolutions passed has fallen progressively 
during the last three years. As the approval of such appointments 
under the Act is not to be renewed from year to year, and as the 
initial rush to regularise appointments made before the present Act 
came into force was mostly over during the first two 3^ears of the 
operation of the Act, the number of special resolutions under this 
section is expected to be stabilised at around this year’s number. 

55. During the year, the appointment of 510 directors to offices 
of profit in the companies, requiring the passing of special resolu¬ 
tions under this section, was regularised as against the similar 
appointment of 536 and 3,000 directors in 1957-58 and 1956-57 res¬ 
pectively. Broadly speaking, the pattern of remuneration drawn 
by the directors, as far as it could be discovered from the disclo¬ 
sures in the text of the special resolutions passed, was the same as 
in the previous year, with a marginal shift in favour of the lower 
brackets of remuneration of which the maximum limit was Rs. 499. 
The cases for which full details of remuneration are available, 
28.5 per cent, of the directors held offices of profit carrying a 
remuneration of less than Rs. 250 per mensem and 21-3 per cent, a 
remuneration of between Rs. 250 and Rs. 500 per mensem. As 
against this, 24.9 per cent, of the directors were paid remuneration 
of between Rs. 500 and under Rs. 1,000 per mensem and 25*4 per 
cent. Rs. 1,000 and above per mensem. 

56. As noticed in the earlier years, a large majority of these 
■directors, appointed to offices of profit discharged administrative 
functions. The number of directors who were appointed to adminis¬ 
trative posts in the companies was 389, whereas 40 held technical 

iposts and 81 other miscellaneous appointments. 
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57. As for the relatives of directors holding appointments in the 
companies, a study of the special resolutions filed in 1958-59 discloses 
that 571 persons related to 613 directors were taken into the service 
of the companies with which the directors were connected. More 
than half of them were reported to have been appointed to posts 
carrying a monthly remuneration of less than Rs. 250, whereas 19*9 
per cent, held posts with remuneration between Rs. 250 and Rs. 500 
and 12.8 per cent, between Rs. 500 and Rs. 1,000 and 13.1 per cent. 
Rs. 1,000 and more per mensem. Thus nearly fth of the total num¬ 
ber of relatives of directors appointed in companies received salaries 
below Rs. 500 and only iih above Rs. 500. The pattern of remunera¬ 
tion drawn by the relatives of directors shows very little change 
over that noticed last year. The study also reveals that a very large 
number of directors’ relatives were appointed to administrative and 
executive jobs. 

58. In course of the scrutiny of special resolutions passed relating 
to appointment of relatives in companies, a few interesting cases 
came into light. In one case, the female relatives of directors of 
companies were appointed to administrative posts carrying hand¬ 
some salaries. It was not, however, stated in the resolutions if these 
relatives possessed the requisite qualifications to hold the appoint¬ 
ments. Similarly, there were other instances, where it appeared to 
be extremely doubtful if the favoured relatives possessed the re¬ 
quisite qualifications to hold the posts to which they were appointed. 
All that the Department could do in such cases was to draw the 
attention of the directors of companies to the impropriety of such 
appointments. The approval and regularisation of such appoint¬ 
ments, through special resolutions passed at general meetings of 
shareholders, illustrates the general apathy on the part of the great 
majority of shareholders towards the affairs of the companies. 

59. The table below give« the comparative position of directors 
and their relatives who held appointments in the companies and in 
respect of which special resolutions have been passed by companies 
during the last three years. 


Takif. 10 

Special resolutions passed under Section 314 during 1956-.57, 1957*58 and 1958-59 

1956-57 1957-58 1958-59 

No. of Companies which passed Special Resolutions. 3,650 784 597 

No. of Special Resolutions passed .... 3,650 1,015 921 

(Table contd.) 
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OFFICES OF PROFIT HELD BY DIRECTORS: 


No. of Dircclors hoMing offices of profit. . . . 3,000 536 510 

%OF DIRECTORS DRAWING REMUNERATION BETWEEN; 


.Less than Rs. 250/-. 

50 % 

27 

1 28’ 

'5‘\;\49- 

Rs. 250/-. and under Rs. 500/-. 


2o:'„j 

M7!\; 21' 

■ 3 " r 

/o J 

Rs. .500/- and under Rs. JOOO/-. 

50 

26 

1 53^24 *8' 

^; \5o 2 ; 

Rs. KKK)/- and over. 


27 "o. 

r 25-4' 

“ r 

/o J 

NAI URL OF POST HHLD BY DIRECTORS: 





Administrative. 

. N.A. 


401 

389 

Technical ........ 

. N.A. 


43 

40 

Others (including cases for which details arc not avail, 

able) N.A. 


92 

81 


B. RELATIVES OF DIRECFORS; 


No. of Relatives of Directors employed 

6,000 

755 

571 

No. of Directois to whom they are related. . 

. N.A. 

862 

613 

% OF RELATIVES DRAWING REMUNERATION BETWEEN: 



Less than Rs. 250/- 

55% 

53 -%. 

54-1% 

Rs. 250/- and under Rs. 5(X)/- 

30";; 

24 % 


Rs. 500/- and under Rs. 1000/- 


11% 

12-8% 

Rs. 1000/- and over. 

15'% 

12% 

131% 

NATURE OF POST HELD BY THE RELATIVES OF THE DIRECTORS: 


Administrative and Executive . . . . 

. N.A. 

359 

341 

Technical. 

N.A. 

116 

69 


Others (including cases for which details arc not available) N.A, 280 161 


Seations 356 to 360 

60. As against 666 special resolutions passed by the companies 
for regularising 950 contracts entered into by them with their 
managing agents or with their associates for the sale or purchase 
of goods or supply of services during 1957-58, 727 special resolutions 
for regularisation of 959 such contracts were passed by 325 com¬ 
panies during the year under review. The number of contracts 
entered into for the sale or purchase of goods covered in the special 
resolutions passed during the year was 586 and of those entered into 
for services rendered was 373. The number of contracts entered 
into by companies with their.own managing agents was 200 whereas 
of those with the associates of managing agents 759. Information 
as regards the monetary value of the goods or services involved in 
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the contracts entered into for the supply of goods etc. with tht 
managing agents or with their associates is not available in respeci 
of all the contracts entered into. Detailed information is available 
in respect of only 286 contracts of which 166 involved goods valuec 
at Rs. 50,000 and more. 

Sections 370 to 375 

61. During the year under review under section 370 of the Ac: 
133 companies filed 159 special resolutions for authorising 175 trail 
sactions of loans falling within the scope of this Section. In tb 
previous year, 170 companies had passed and filed 176 special resc 
lutions for 203 such loan transactions. Among the other loan trai: 
sactions, authorised by special resolutions passed during the yea; 
32 loans were for purposes of financing capital assets, 30 for meetin 
current liabilities and 112 for other miscellaneous purposes. Th 
detailed breakdown of the loans covered by these special resolution 
was available in respect of 156 authorised loans; 110 of these loan 
involved amounts of Rs, 1 lakh and above. 

62. The number of special resolutions passed and filed with th 
Registrars of Companies under Section 375 of the Act which prohibit 
the managing agent of a company from engaging in any competiii 
line of business carried on by the managed company without obtain 
ing the necessary sanction of general body of shareholders thrcug; 
a special resolution was. 5 during the year as against 8 reported las 
year. 



CHAPTER IV 


APPLICATIONS RECEIVED BY THE CENTRAL GOVERNMENT 
UNDER SOME SECTIONS OF THE ACT* 

63. In addition to the applications dealt with in the offices of the 

Registrars of Companies and those relating to the appointment, 
remuneration etc. of directors, managing directors, managing agents 
etc. required to be made under the sections enumerated in Section 
411 of the Act and to be dealt with by the Central Government on 
the advice of the Advisory Commission and the applications received 
for the , sanctioning of inter-company investments etc. under 
Sections 295 and 372 of the Act discussed in Chapters III, V and VI 
of this Report, the Central Government dealt with a number of other 
applications received under some other sections (j'* the Act, e.c;., 
Sections 20, 21, 22, 25, 79, 167, 208, 211, 212. 213 and 224 of the Act. 
This Chapter deals with the disposal of applications relating 
to all these sections, except under section 619 of the Act, under 
which the approval of the Central Government is needed to the 
appointment of auditors of Government companies. This subject 
will be more appropriately examined in the Chapter on Government 
Companies. ‘ j 

64. It may be mentioned in this connection that in July, 1958, 
powers were delegated to the Regional Directors at Calcutta, Bom¬ 
bay, Madras and Kanpur, under a notification issued under Section 
637 of the Act, to receive and dispose of appKcations made under 
Sections 21 (change of name of companies), 167 (for calling or 
directing the calling of general meeting of the company and giving 
such ancilliary or consequential directions as are thought to be 
expedient in relation to calling, holding or conducting of the meeting, 
where a company had defaulted in holding the said annual general 
meeting in accordance with Section 166 of the Act) and 224(3) (for 
appointment of auditors where at an annual general meeting, no 
auditors are appointed or re-appointed). Along with the delegation 
of powers, the Regional Directors were, by the same notification, 
also authorised to deal with applications received under Sections 
439, 496 and 555 of the Act of which a detailed account is given in the 

*For detailed statistics of applications received under the Sections covered and 
commented upon in this Chapter, See Statement VIf, in the Statistical Appendix* 


33 



M 


Chapter XII on Company Liquidations. As a result of this step, the 
rush of such miscellaneous applications at Headquarters was con¬ 
siderably reduced. Detailed and standardised instructions given to 
the field offices facilitated the disposal of these applications. 

Applications for approval to change of names (Section 21) 

65. During the year, 202 applications were received under Section 
21 of the Act asking for the approval of the Central Government to 
allow companies to change their names for which they had, as 
required by the Act, passed the necessary resolutions. Of the 
proposed names, approval to only those names was given which were 
not identical with or did not closely resemble the names already in 
existence or which were not deemed to be undesirable within the 
meaning of sub-section (1) of Section 20 of the Act. Fifty-seven 
applications related to conversion of public companies to private 
companies which necessitated the addition of the word ‘Private’ to 
the original names. All applications, excepting 25 which were receiv¬ 
ed towards the end of the year under review, were disposed of with¬ 
in one month’s period, some cases being disposed of in course of a 
week’s time at the Regional Offices. 

Change of names (Section 22) 

66. Under Section 22 which empowers the Central Government 
to direct a company to change its name within a year from the date 
of its incorporation if in the opinion of the Central Government the 
name is identical with or too nearly resembles the name of an 
existing company, the Central Government received 7 applications 
during the year. In these cases the applicant companies prayed for 
the issue of directions to the other newly registered companies to 
change their names on the ground that the names assumed by the 
latter companies were likely to affect the business and goodwill of 
the former companies. The Central Government issued directions 
to 3 of the 7 newly incorporated companies to change their names. 
The number of applications received under Section 22 of the Act in 
the previous year was 27. It may also be recalled here that soon 
after the new Companies Act came into force, the Central Govern¬ 
ment had carried out a thorough screening of the names of 30,000 
companies in existence, for taking necessary action to rectify the 
anomalies in the names of companies which were found to be either 
identical or closely resembling to one another. In course of this 
large-scale screening, the names of 484 companies were found to be 
identical with or having a close resemblance to the names of other 
companies and necessary action was taken to rectify this position. 
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Applications for dropping the word ‘Private’ or the words ‘Private’ 
Limited’ (Section 25) 

67. Section 25 empowers the Central Government to grant 
licences to limited’ companies to be formed or formed for promoting 
commerce, art, science, religion, charity or any other useful object 
which intend to apply their profits or income in promoting their 
objects and to prohibit the payment of any dividends to their 
members. This licence enables such a company lo l)e registered as 
one with limited liability but without the addition of the word 
‘Limited’ or the words ‘Private Limited’ to its name and in the case 
of an already registered Company lo drop the word ‘Limited’ or “Pri¬ 
vate Limited” from its name. The company thus registered in pursu¬ 
ance of the licence granted under Section 25 besides enjoying certain 
exemptions under the Act, also receives concessions under certain 
other Acts such as the Income-tax Act, Wealth Tax Act, etc. They 
also sometimes secure other benefits and facilities from the State 
Governments. Applications for licence under this Section are, 
therefore, examined carefufly in consultation with the State Gov¬ 
ernments or the Union Ministry or Ministries concerned. During 
the year under review, 104 applications (including 18 pending cases 
of the last year) seeking licences to dispense with the word ‘Limited’ 
or ‘Private Limited’, and asking for exemption and permission to 
make alternations in the Memoranda and Articles of Association 
were considered. Out of the 44 applications for issue of licence, 15 
were approved and 21 were rejected with 8 applications remaining 
pending under consideration at the end of the year. The grounds 
for the rejection of applications were either that the status or 
antecedents of the associations did not justify the grant of a licence 
nr that the objects of the company did not fall within the scope 
of the section or that there were other associations already working 
in that area, with similar objects, with which the proposed new 
associations would have entered into unhealthy competition detri¬ 
mental to the larger interests of the public served by those associa¬ 
tions. It may be mentioned here that II of such companies were 
formed for the promotion of commerce and industry and 3 for the pro¬ 
motion of export of hosiery manufacture, handicrafts and sports 
goods. With these three new licences, the total number of licences 
made out in favour of the export promotion organisations under the 
■Companies Act, 1956, has risen to 11. 

Formation of Shareholders’ Association 

68. During the year, a licence was also granted under Section 25 
to an association of shareholders named ‘Indian United Share- 
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holders Association’ formed by a group of shareholders in Calcutta 
to promote, protect and safeguard the rights and interests of the 
shareholders. It may be mentioned in this connection that in 
pursuance of the assurances given by the Ministers in Parliament 
at the time of the discussion of the Companies Bill, the Central 
Government has been anxious for sometime past that more bona fide 
associations of this type should come into existence and function 
actively in the country, and through its spokesmen has often con¬ 
veyed its anxiet}^ to groups of investors in different parts of the 
country and to other bodies on which the investing public is 
represented. It is, however, a matter of regret that only one 
application for the grant of a licence under Section 25 of the Act 
for such an association was received since the present Act came 
into operation. It appears that the important issue of organising 
shareholders into effective associations has not yet received the 
attention it deserves in our country. It also looks somewhat para¬ 
doxical that while other elements connected with the working of 
corporate enterprises inz.^ workers and company managements 
possess well established forums to safeguard their interests, the 
investing public or the shareholders continue, by and large, to remain 
unorganized and to be content with relying on Government for the 
protection of their interests and for the redress of their grievances. 

Exemptions sought under Section 25(6) 

69, In addition to the applications for the new licences mentioned 
above, 44 applications for approval to alterations in the Memoranda 
or Articles of existing companies and another 16 applications for 
the grant of exemption under sub-section (6) of Section 25 were 
submitted to Government during the year under report. Approval 
was given to 37 of the applications for approval to alterations, while 
7 were rejected. Further, of the 16 applications for the grant of 
exemption, 15 were considered favourably and 1 was rejected. In 
this connection, it would be of interest to refer to the following 
observations made by the Sastri Committee, “as the law stands, 
non-profit-making associations licensed under Section 25 have to 
comply with most of the obligations placed on companies under the 
Act. Section 25(6) gives only a very limited exemption. It is 
unnecessary to require non-profit-making associations like the 
Chambers of Commerce, Trade Associations, Hospital Committees, 
School Boards, Clubs and other associations of the same nature to 
conform to the provisions of some of the sections of the Act to 
which they are now subject”. In pursuance of the policy underlying 
this suggestion Registrars of Companies were advised by the Depart¬ 
ment to bring to the notice of all “Section 25 companies” that the 
Central Government would favourably consider applications for 
exemption under Section 25(6) of the Act. As a sequel to this 
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policy, a larger number of applications for exemption were received 
during the current year. In the Amendment Bill, it is now proposed 
to empower the Central Government to grant exemption in respect 
of a much larger number of Sections for example, Sections 53, 147^ 
159 to 161, 166, 171 to 173, 176, 188, 190, 259, 269, 280, 282, 285, 287 
and 303. Such corporate bodies are also proposed to be entirely 
exempted from the operation of certain other sections c.g., Sections 
177, 255, 256 and 263. 

Calling of Annual General Meeting (Section 167) 

70. Section 167 lays down that if default is made in holding an 
annual general meeting in accordance with Section 166, Central 
Government may, on the application of any member of the company, 
call or direct the calling of a general meeting of the company and 
notwithstanding anything in the Act or in the Articles of the com- 
pj^ny, give such ancilliary or consequential directions as the Central 
Government thinks expedient in relation to calling, holding or con¬ 
ducting of the meeting. Under this section, 31 application.s were 
received and dealt with by the Central Government during the 
year under review. Of these, necessary direction was issued to 4 
companies to call annual general meetings, and in 20 cases, no 
further action was taken as the default had been made good by the 
companies complained against. Seven applications remained pending, 
consideration at the end of the year. 

Applications relating to Annual Accounts (Section 211) 

71. As stated in the last Statutory Report, Section 211(4) of the 
Act vests the Central Government with the power to modify any of 
the requirements of Schedule VI pertaining to accounts in relation 
to any company under certain circumstances or exigencies beyond 
control. During the year under review, 21 applications were received 
and dealt with under this Section. Of these, 7 were approved, 13 
were either rejected or not proceeded with by the applicants and 1 
was pending consideration at the end of the year. It may be men¬ 
tioned in this connection that, during 1956-57 and 1957-58, the number 
of applications dealt with under this Section were 129 and 61 
respectively. The appreciable reduction in the number of applica- 
cations received under Section 211, noticed during the year shows 
that, with the growing familiarity with the provisions of Act relating 
to the matters to be stated in the annual accounts, companies and 
auditors were now finding it easier to comply with the requirements 
of law in this regard. 

Apart from applications received under Section 211(4) there 
were 3 applications under Section 211(3) asking for exemptions 
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from the requirements of Schedule VI of the Act in toto. Two of 
these applications were rejected and 1 was pending consideration 
at the end of the year. 

72. Under Section 212(8) under which a holding company may 
be exempted from the requirements regarding the inclusion in its 
balance sheet of certain particulars as to its subsidiaries, 5 applica¬ 
tions (including 1 pending from last year) were considered during 
the year under review and all of these were approved after due 
consideration. Under Section 213(1) and (2) which empowers the 
Government to permit the postponement of submission of accounts 
at a general meeting and holding of annual general meeting or 
making annual returns in respect of a holding company or its 
subsidiaries, 2 applications were made to the Central Government. 
Both of them were approved. Under Section 224(3), 73 new applica¬ 
tions were received bj^ the Central Government during the year. 
Including 9 pending cases of last year, 82 applications were consider¬ 
ed by the Government relating to the appointment of auditors where 
at the annual general meeting no auditor was appointed. In 55 cases 
auditors were appointed by the Central Government. 

73. While dealing with applications under the miscellaneous 
sections, it may be mentioned here that during 1958-59 only one 
application was received under Section 79 (power to permit issue 
of shares at a discount higher than 10 per cent), but no application 
was received under Section 89(4) (power to exempt a company 
from the provisions relating to termination of excessive voting 
rights in existing companies) while 1 and 3 applications respectively 
were considered during the previous year. 

74. Table below presents the summary statistical position of 
applications during the last three years. (For further details see 
Statement VII in the statistical appendix). 


'rAi;i-i: 11 

Applications received and approved during 

1956-57 to 

1958-59 


Sections of the Companies 

No. of applications 

Approved 


Act, 1956. I 

considered 





1956—57 1957—58 1958—59 

1956-57 

1957—58 

1958—59 

20, 21 and 22 

192 242(24) 222(1) 

1 

139 

151 

138 

25 

98 121(17) 104(18) 

37 

62 

67 

167 ! 

10 17(1) 3I(—) 

1 1 

4 

4 

211(3), 211(4) and 212 

138 83(12) 29(2) 

51 

27 

12 

•JIA f 

i 

32 45(—) 82(9) 

29 

25 

55 


Figures within brackets indicate outstanding cases of the previous year. 




CHAPTER V 


CORPORATE LOANS AND INVESTMENTS 


Loans 

75. Sections 295, 369 and 370 of the Companies Act, 1956 impose 
certain restrictions on the making of loans by companies or provid¬ 
ing guarantees or securities by companies in regard to loans. Section 
295 is designed to prevent the misuse of the funds of a public 
company or its subsidiaries for the benefit of its directors, relatives 
of directors and firms or private companies in which directors ai e 
interested and of other public companies which are controlled by 
directors of the lending company. Section 369 prohibits the making 
of loans by a public company or its subsidiaries to managing agents 
or to their associates and the giving of any guarantee or providing’ 
of any securities in connection with a loan made by any other 
person to or to any other person by its managing agents or the r 
associates. Section 370 impos€?s some restrictions on the powers of 
the Board of Directors to make loans to other companies which are 
under the same management. 


76. During the year under review, 29 applications asking for tlie 
approval of the Central Government to loans to the tune of Rs. 3*60 
crores covered by the provisions of Section 295, were received by 
the Central Government- Including the 3 pending cases of the last 
year, the Central Government had to consider, during the year, 32 
applications involving an amount of Rs. 3*86 crores. Of these, 21 
applications for an amount of Rs- 1 *78 crores were approved; 10 
applications involving an amount of Rs. 1.88 crores were rejected 
and one application for Rs. 20 lakhs was withdrawn by the com¬ 
pany. There was no application pending at the end of the year. 
The comparative position of the applications received under Section 
295 dealt with during the last three years is set out in the table at the 
end of this Chapter. It would be seen that during 1956—59, the 
Central Government received 151 applications asking for Govern¬ 
ment’s approval to loans totalling Rs. 11.57 crores, out of which 70 
applications for Rs. 7.13 crores were approved, i.c. 60 per cent, of the 
loans referred to Government for approval were approved. 
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77- The following interesting company practices relating to inter¬ 
company loans were noticed during the year; 


(i) A Public company in West Bengal with a paid-up capital 
of Rs. 1*59 lakhs whose principal object was to carry on 
the business of electricity supply sold off its entire assets, 
except some land, to the State Government for an amount 
of Rs. 3 lakhs, on the revocation of its licence under the 
Indian Electricity Act. After meeting its liabilities, the 
company proposed to lend the balance of the amount, to 
a private limited company owned by the directors of the 
public company. As the proposed loan attracted the pro¬ 
visions of Section 295(l)(c) of the Act, the company had 
to obtain the prior approval of the Central Government 
for making the loan. During the scrutiny of the com¬ 
pany’s application it was noticed that the financial posi¬ 
tion of the private company was bad; it had accumulated 
losses to the extent of Rs. 211 lakhs and had lost its 
entire paid-up capital and the loan capital amounting to 
Rs. 2.09 lakhs. If the public company had been allowed 
to make the propo.sed loan, the amount would not only 
have been blocked up for an indefinite period, but also 
there was every possibility of the money being lost. The 
Central Government, therefore, rejected the application 
of the company. 


<ii) During the scrutiny of the balance-sheets of some com¬ 
panies belonging to a certain group in Rajasthan, it was 
noticed that seven bodies corporate belonging to the 
group had formed two private limited companies and had 
made loans to these two companies. These two com¬ 
panies had in their turn lent funds to a partnership firm 
owned by the principal members of the group. The 
composition of the boards of the private companies was so 
arranged that the loans from the public companies would 
not attract the provisions of Section 295 of the Act. By 
this device, the provisions of Section 295 were cleverly 
circumvented. A direct loan from the public comnanies 
to the partnership firm would have attracted Section 
295(1)(b). 


/lii) A public limited company in Madhya Pradesh which, 
before the commencement of the Companies Act. 1956, 



had invested an amount of Rs. 10 lakhs in another com¬ 
pany controlled by its managing agents wanted to in¬ 
crease the amount of the loan to Rs- 14 lakhs and made 
an application for the Central Government’s approval 
under Section As the financial position of the 

borrowing company was not considered satisfactory, the 
Central Government rejected the company's application. 
It was subsequently found that the lending company had 
converted the borrowing company into its subsidiaiy by 
purchasing the requisitf* number of shares from its 
managing agents. This was done presumably with a 
view to avoiding the scrutiny by the Central Govern¬ 
ment of the loans made by it to the? borrowing company. 
Under the provisions of Section 295 any loan by a com¬ 
pany to its subsidiary, docs not require the approval of 
the Central Government. 

(iv) After the resignation of the managing agents of a public 
company in Uttar Pradesli, the directors of the company 
reported to the Registrar of Companies concerned that 
the erstwhile managing agents had been instrumental in 
making an unauthorised loan amounting to Rs. 45,000 to 
a partnership firm of which two of the directors of the 
company were partners. It was also alleged that the 
managing agents had retained funds of the company 
amounting to Rs. 2,000 without authority, even after 
resigning their office. Subsequent scrutiny of the 
balance-sheets of the company and the auditors’ reports 
thereon confirmed these allegations. As these loans 
appeared to have been made in contravention of Sections 
295(1) (b) and 3fi9 of the Act, the Registrar of Companies 
took up the mat-ivi* with the company and the company 
agreed to take steps to recover the loans. It was sub¬ 
sequently reported by the company that the partnership 
firm to which the loan had been made w'as not in a 
position to repay the amount as it was in a very bad 
condition financially. The Department is considering 
what action can be taken against the officers in default 
for the contravention of the provisions of the Companies 
Act. 

Tnter-coinpany Investments 

78. Section 372 of the Act, read with Section 370, is designed to 

check the abuses arising out of reckless inter-company investments. 

It provides inter alia that if a company wants to invest its funds 
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in the shares or debentures of any other company in the “same 
group” as defined in Section 370, in excess of the limits specified in 
the Section, the company should obtain the prior approval of the 
Central Government and also the approval of the company in 
general meeting. 

79. The experience gathered during the last three years since 
the present Act came into force, has shown that while the restric¬ 
tive provisions of these sections has had some salutary effect on 
inter-company investments within the same management group 
these clearly required further strengthening and some obvious loop¬ 
holes to which a reference has been made in the foregoing para¬ 
graph had to be closed. It has been further disclosed that if un¬ 
desirable inter-company investments have to be prevented the scope 
of Section 372 would have to be suitably extended also to include 
companies outside the same management group. In particular the 
existing definition of “companies in the same group” as at present 
given in Section 370 has been found to be exceedingly narrow. It 
is, therefore, proposed to amend the definition of “companies in the 
same group” hy addition of a new criterion, and also to extend the 
restrictive provisions of Section 372 to all inter-company invest¬ 
ments, irrespective of whether the companies are in the same 
group or not, but the ceiling of free investments in this regard is 
proposed to be fixed at a higher percentage in order to facilitate* 
genuine inter-company investments. 

80. During the year under review, 26 fiesh applications asking 
for the approval of Government to inter-company investments 
totalling Rs. 1.39 crores were received in the Department. Includ¬ 
ing one undisposed of case of the previous year, 27 applications in¬ 
volving Rs. 1*99 crores were considered during the year. Of these, 
12 applications (Rs, 1.66 crores) were approved, 8 applications 
(Rs. 0*18 crores) were rejected and, 7 applications. (Rs. 0*15 crores) 
were pending at the end of the year. 

81. The following inter-company investment practices which came* 
to the notice of Government during the scrutiny of the applications 
under Section 372 of the Act or during the examination of balance 
sheets of companies deserve mention in the Report: 

(i) Section 373 of the Act prescribes that investments made 
by a company between 1st April, 1952 and 31st March, 
1956 which would have attracted the provisions of Sec¬ 
tion 372, had that section been in force at the time the 
investments were made, should be regularised (i) by a 
special resolution of the company and (ii) by obtaining 
the approval of the Central Government within six 
months from the commencement of the Act, failing which 
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the company should dispose of the investments in excess 
of the limits prescribed in the Section, by 31.st March, 
1958. From a survey made after the stipulated date, it 
was found that several companies had made I he invest¬ 
ments daring the aforesaid period 1st 1952 to 31st 

Marcli, 1956, whicli together with tlie inv("stments exist¬ 
ing as on 1st April, 1952, exceeded the limits prescribed 
in Section 372, but they had ncitlier obtained the approval 
of the Government for the retention of die ('xcess invest¬ 
ment, nor obtained the approval of liie ci,»mpany in 
general meeting. When this contravention o[ the Act 
was brought to the notice of the companies by the Regis¬ 
trars of Companies concerned, it was represented by some 
of the companies that they had refrained from taking 
action contemplated in Section 373, as they had interpret¬ 
ed this section to mean that in calculating the limits 
prescribed in the Section investments made prior to 1st 
April, 1952 should not be taken into consideration and 
that the investment: made between 1st April, 1952 and 
31st March, 1956 did not. ('xcend presci’ibod limits. As 
the section was not quite explicit on the point, the De¬ 
partment advised the companies to dispose of the excess 
investments Vv'ithin a reasonable period of lime. 

^j.i) In dealing with the application of a tea company under 
Section 372 of t‘'ie Act for appi‘ovai to the purchase of 
tile entire equity capita.! of another tea company, it was 
noticed that the proposed consideration for purchase w^as 
that tlie transferee company .shou.ld ‘ssia.* ils own .sliares 
to the shareholders of the transferor corn[)anv in llu' ratio 
of one now’ share of the transfere e com|Kmy for i.'ach Ihrt'c 
shares of ih? transferor r -rnpaJi}'. TIaviag regard to the 
financial positioji of the corny-hes i'lvoh'c-a in tlie pro¬ 
posed arrangement, this ratio appea:tri to b;: unduly ad¬ 
vantageous lo the 1rjnr.re:e(? C( m]\any. Acrr-dingly, llio 
applicant company \va.s asked 1o r<?-e::aiJihr; {h(> position 

and to make the exchange ratio more realisiic. The ap- 
[dicant company w’as convinced oi tlie ne(x:s;:iiy for modi¬ 
fication of tlu:; exchange ratio an<.i tin api'aovai of the 
Central Government under Sf'cdion 372 of the Act was 
accorded on the basis of the r(‘vis(?d excliange ratio of one 
share of the transferee company for two shares of the 
transferor company. 

(iii) In course of the scrutiny of the balance shiei of a public 
limited company at a T '^istrar's oHice, it wxis noticed that 


:^26 C.L.A. 
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the company had purchased the shares of another public 
limited company in July, 1958, from its managing agents 
at a price which was twice the face value of the shares 
purchased. It was also observed that these two com¬ 
panies were in the same group within the meaning of 
Section 372 of the Companies Act till the middle of 
December, 1957, but that the Board of Directors of one 
of these companies was reconstituted by the appointment 
of nominee directors in such a way as to place the invest¬ 
ments by the company in the shares of the other company 
outside the purview of Section 372. It was clear that the 
reconstitution of the Board of Directors of the company 
in which investments were made in July, 1958, was made 
only with a view to circumventing the provisions of 
Section 372 of the Act. 

(iv) A company which had made investments in the shares of 

another company in the same group within the meaning 
of Section 372, after 1st April, 1952, but before 1st April, 
1956, did not comply with the requirements of Section 373 
of the Act as they failed to obtain the approval of the 
Central Government within six months from the com¬ 
mencement of the Companies Act, 1956, and to obtain the 
approval of the company in general meeting within the 
above period. To evade the provisions of Section 374, the 
company disposed of the shares before 31st March, 1958, 
by selling them to its managing agents at the rate of 
Rs. 5’31 nP. per share as against the average book value 
of the share of Rs. 10*17 nP. This sale was effected on 
the stipulation that the company would have the option to 
buy back the shares within 12 months of the sale at the 
sale price plus interest of 6 per cent from the date of sale 
to the date of re-purchase. The company thereafter 
applied to Government for approval under Section 372 for 
the re-purchase of the shares in question. Governm.ent. 
however, refused to accord approval to the proposed in¬ 
vestment, because the original sale was apparently made 
only with a view to circumventing the provisions of 
Section 373 and to cover up the company’s failure in 
complying with the requirements of law within the time 
prescribed in the said section. * 

(v) In connection with the consideration of an application 
under Section 372 of the Act made by a company whose 
principal business was the production of cloth, it was 
noticed that the company had advanced a total sum of 
Rs. 79 lakhs (6 per cent first mortgaged debentures 
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Rs. 25 lakhs, Secured loans Rs. 50 laklis and unsecured 
loans Rs. 4 lakhs) to another company whose principal 
business was also to run a textile factory. These advan¬ 
ces were made at a time when the financial position of 
the company to which assistance was given was patenth 
bad, on the understanding that the management of tin 
company would be transferred to the investing company. 
As, however, the investing company had not acquired ade¬ 
quate voting rights, they could not get effective control 
over the management and the financial position of tlv 
company went from bad to worse, as a result of which it 
was taken into compulsory liquidation; but the mills were 
run as a going concern by the provisional liquidator 
appointed by the Court. At this stage the Investing 
company made an additional commitment by way of a 
guarantee for the loans from banks to be taken by the 
provisional liquidator upto a ceiling of Rs. 50 lakhs. Sub¬ 
sequently under a scheme of arrangement approved by 
the Court the liquidation of the company was stayed on 
the basis that the investing company would buy out 11.780 
equity shares of Rs. 100 each at a price of Rs. 50 each and 
would thus convert the other company into a subsidiary 
of the investing company. Though the financial position 
of the company in which the investment was proposed was 
not sound, the Central Government accorded approval 
under Section ,‘172 in view of the facts that the investment 
had been proposed in pursuance of a scheme approved by 
the Court and that the further investment wa considered 
necessary" to protect the amount already ndwinced which 
was of the order of Rs. 1 crore. 

(vi) During the year, Government came across a public limited 
company with a subscribed and paid-up capital of Rs. 2*25 
crores which had a distributable surplus of Rs. 21*36 
lakhs on its trading activities during a particular year. 
Instead of declaring any cash dividend, the Board of 
Directors, however, proposed at the annual general meet¬ 
ing that an amount of Rs. 30 lakhs, representing 20 per 
cent of the existing equity capital of the company, should 
be capitalized by the issue of bonus shares for an equiva¬ 
lent amount. The company’s proposal for bonus shares 
was also approved by the Controller of Capital Issues; 
but, subse^quently, on the expiry of about eight months, 
the Board of Directors decided, without referring the 
matter to the shareholders of the company, that an interim 
cash di\ddend at the rate of 20 per cent should be paid 
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by the company instead of the bonus issue proposed earlier 
by the Board of Directors. As declaration of interim 
dividend by the Board of Directors is permitted under the 
law, there was no contravention of the Act as such, but 
the practice of declaring interim dividend in respect of a 
year, the accounts of which had been already closed by 
the shareholders in general meeting, did not appear to be 
good company practice. It may be mentioned, incidental¬ 
ly, that between the date of the annual general meeting in 
which the proposal for issue of bonus shares was made 
and the date on which the Board of Directors informed 
the shareholders of their intention to pay interim cash 
dividend, about 1,84,000 shares of company representing 
approximately 12 per cent of the entire equity capital of 
the company changed hands. It is possible that some of 
the shareholders who might have incurred a loss by dis¬ 
posing of their shares during the above period were in¬ 
duced to sell off the shares because of the original deci¬ 
sion of the Board not to pay any dividend in cash. 

82 . The table below summarises the statistical position of the 
loans and inter-company investihents dealt with during 1956-57, 1957- 
58 and 1958-59. 

Taule 12 

Disposal of Applications received under Sections 372, and 373 of the Act 

(1056—59) 


(Amount in crores of Rs.) 


Sections and 
Periods. 

Applications d:alt AppIiCwitions 
with diirin** the approved, 
year including 
pending cases. 

Applic.'ilions 
rejected or 
withdrawn. 

Applications 
pending at the 
end of the 
year. 


No. Amount No. .Amount 

No. Amount 

No. Amount 


Loans: 

Section 2^)5 


1956--57 

77 

4-94 

34 

'3*.54 

40 

1-36 

1957 -58 

48 

3-07 

15 

1-81 

30 

1-00 

1958 -59 

32 

3-86 

21 

1-78 

11 

2 08 


004 

0*26 


Inter-company 

Investments 


Sections 
372 and 373 


1956—57 

62 

3-45 

42 

3-29 

20 

016 

1957-58 

9 

2-40 

5 

1*71 

3 

0 09 

1958—59 

27 

1*99 

12 

1*66 


0*18 



CHAPTER VI 


ENFORCEMENT OF THE PROVISIONS OF THE COMPANIES 
ACT RELATING TO COMPANY MANAGEMENTS. 


SECTION I.—The Advisory Commission 


83. As is now well understood, the Government are vested with 
laroo discretionary powers under the present Companies Act in 
rer.jid .o a whole of questions concemin.f.'t company manage¬ 

ment sucli as, cliangcs in tlie management of companies, the appoint¬ 
ment and ro-ap]jointmciit of managing or whole-time directors, 
managing agenis and the secretaries and treasurers, the changes 
in tiie terms and conditions of their appointment, the variations in 
managing agency agreements, the changes in the constitution of 
managing agency firms or companies, the increases in the remunera¬ 
tion cd' directors, managing directors, managers or the managing 
agents etc. These i.>owors liave boon conferred on tlio Central Gov¬ 
ernment bo'cause Parliament was anxious to ensure tliat the manage¬ 
ment of public companies and their subsidiaries was conducted by 
a body of competent people, generally familiar with company me¬ 
thods and practices, and that management expenses were not dispro¬ 
portionate to the resources and profit making capacity of the com¬ 
panies. Recognising that the exercise of these powers placed tre¬ 
mendous responsibility on the Government, the present Act provides 
for the appointment of an Advisory Commi.ssion comprising of per¬ 
sons, familiar with the problems of trade and industry’' in all their 
aspects, which can tender expert advice on the appointment, terms 
and tenure of the ’management personnel and on other ancilliary 
matters covered by the sections enumerated in Section 411 of the 
Act. This Advisory Commission first came into existence under the 
Indian Companies (Amendment) Act, 1951, which was then passed 
by the Parliament mainly to prevent trafficking in managing agency 
rights and cornering of shares of well established and reputable 
companies with a view to acquiring control over their management 
for anti-social purposes which, during and immediately after the 
World War II had reached alarming proportions. On 1st April, 1956, 
when the present Act came into force, a new Advisory Commission 
consisting of a full-time Chairman and 4 other part-time members 
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representing the interests of trade and industry, accountancy profes¬ 
sion, the shareholders and labour was constituted under the present 
Act for a term of three years ending on the 31st March, 1959. On 
the expiry of the term, the Advisory Commission was reconstituted 
with an entirely new personnel this time comprising a part-time 
Chairman and 4 part-time members selected in accordance with the 
assurances given by the Ministers to Parliament during the debates 
on the Companies Bill that the Commission would be formed of 
expert and independent people.* According to a departmental con¬ 
vention, the Advisory Commission prepare a Report on its working 
every year which is appended to the Statutory Report. As in the 
previous year, a detailed report of the Commission for the year 
under review is appended to this Report also (See Appendix I). In' 
its Report, the Commission has briefly set out the principles and 
procedure followed by it in considering the references made to it 
by Government during the three-year period ended 31st March, 195'' 
Annexed to their Report is also a statement showing the total 
number of references received and disposed of during the last three 
years, from which it will be observed that, of the 4,251 applications 
referred to it, the Commission tendered advice to Government on 
all but eight applications by 31st March, 1959. 

84. In the disposal of the applications referred to them by Gov¬ 
ernment for advice, the Commission followed the principles and 
criteria formulated during the last two years. The principles took 
due account of the “norms” of good company management evolved 
by the old Advisory Commission which functioned till 31st March, 
1956, and also of the prevailing conditions in trade and industry, 
vis-a-vis the interests of the various sections of the public 
vitally concerned with the affairs of the company and the spirit 
underlying the provisions of the present Act. The principles and 
criteria followed by the Commission for disposal of applications 
under various sections of the Act are given in Annexure ‘A’ to the 
Commission’s Report. 


♦The 3 man-Advisory Commission constituted undo: the Indian Companies (Amend 
ment) Act. 19.^1, comprising Shri C. H. Bhabha as Chairman, Shri Ram Nath, Deputy 
Governor, Reserve Bank of India and ShriD. L. Mazumdar, I. C. S. (Finance Ministry) which 
had remained in existence for nearly five years (1951-56) was replaced by the new 5 man- 
Commission formed under Section 410 of the present Act, comprisin| Shri Tenneti 
Viswan.atham as a wholetime Chairman and Sarvashri J.D. Choksi, C.S. Sastn, B. N. Chatur- 
v^i and G.S. Ambckar as members. Later Shri S. R. Vasavada joined tlte Commissioa in 
place of Shri O. S. Ambekar. The Cortunission was again reconstituted in April, 1959. 

The members of the newly reconstituted Commission wdiich canto into existence on 
1-4-1959 are Shri K. K. Sharma, (a retired Judge of the Rajasthan High Court) as a part-time 
Chairman, and Dr. G. S. Melkote, M. P., Shri G. Basu, Shri D. C. Kothari and Dr. R, Bala- 
Icrishna as the other 4 part-time membos. 
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85. The practical application of these principles to individual 
cases referred to the Commission has been fair and flexible. As the 
Commission say in their Report, “they have not applied them as 
hard and fast rules, ignoring special circumstances of the case. In 
deserving cases where it was felt that the interests of the company 
concerned warranted a departure from any of the general principles, 
the Commission had not hesitated to make an exemption.” In deal¬ 
ing with applications under Section 326 of the Act for the appoint¬ 
ment of managing agents, the Commission have to consider whether 
the conditions laid down in this section are satisfied. For this pur¬ 
pose the Commission have to see if the applicants suffer from any 
of the disabilities and disqualifications laid down in the various 
sections of the Act. The objections, if any, received from the share¬ 
holders are closely scrutinised and, if necessary, the parties concern¬ 
ed are examined to enable the Commission to come to a conclusion 
that the persons proposed to be appointed have not been guilty of con¬ 
duct which would make them unsuitable for positions of trust. The 
decisions of Government on the Commission’s advice were generally 
accepted by company managements and did not evoke any criticism 
either from the shareholders of the companies concerned or from 
the general public. The Central Government have accepted the 
advice of the Commission in almost all the cases referred to them 
during the last three years and have not had occasion to differ from 
the Commission on any important matter, except in one solitary case 
mentioned in the Second Statutory Report for the year ended 31st 
March, 1958. 

Applications considered by the Commission 

86. A statement showing the number of applications received 
during the period under review under various Sections of the Act 
requiring reference to the Advisory Commission, as well as those 
under the proviso to Section 198(4) and under Section 327(c) of the 
Act is set out in the Statistical Appendix—Stateme^nt VITI. In all, 1,474 
applications were dealt with during the year, including the 229 appli¬ 
cations pending with Government on 31st March, 1958. Of th€^se, 
1,132 applications were disposed of during the year. Out of the re¬ 
maining 342 applications as on 3lst March, 1959, the disposal of 92 
cases awaited further particulars asked for from the companies con¬ 
cerned. As in the previous two years, the largest number of appli¬ 
cations received was under Section 310, seeking the approval of 
Government to increases in the remuneration of directors including 
managing and wholetime directors. The second largest category was 
under Section 346 for approval to changes in the constitution of 
managing agency companies/firms. The third largest category was 
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under Section 269 for approval of appointments of managing directors 
and whole-time directors. During the year under review, Govern¬ 
ment dealt with 139 applications under Section 326 of the Act, of 
which 86 applications were for re-appointment of existing managing 
agents mostly from 15th August, 1960, when their managing agencies 
would expire by virtue of Section 330 of the Act. 

87. As in the previous years, applications under Section 408 and 
Section 409 continued to be few in number. Out of nine cases under 
Section 408 dealt with during the year, only in one case was it con¬ 
sidered necessary by Government to appoint two directors on the 
advice of the Commission—one from among the applicant share¬ 
holders and the other not belonging either to the complainant group 
or the management. As a result of experience gained of the work¬ 
ing of this section during the last three years and on the basis of the 
recommendation of the Sastri Committee, provision has been made 
in the Companies (Amendment) Bill, 1959, for amending Section 408 
so as to enable Government to appoint as directors persons who are 
neither members of the company nor hold qualification shares under 
Section 270. 

88. It may be mentioned that all applications made in the prescrib¬ 
ed form and accompanied by such documents and information as are 
required to be furnished, were disposed of in good 4;ime. Where the 
applicant companies did not comply with the requirement about 
publishing notices in the newspapers in terms of Section 412(2) of 
the Act, which is mandatory, or did not furnish the particulars and 
documents required, the disposal of the applications was necessarily 
delayed and took longer time, depending on the time taken 
by the companies to complete the formalities required by the 
law. It has also been noticed in a few cases that the companies sought 
the approval of Government with retrospective effect because they 
had failed to obtain the required approval of the Government at the 
appropriate time till the contraventions were brought to their notice 
by the Registrars of Companies or by the Government. 

89. During the year under review, the Department of Company 
Law Administration made known to the companies through the 
Chambers of Commerce and other Trade Associations, the procedure 
to be followed by companies in making application to the Central Gov¬ 
ernment for re-appointment of managing agents under Section 326 of 
the Companies Act. It has been observed that some companies sought 
the approval of the Central Government to the re-appointment of 
their managing agents before obtaining the consent of the share¬ 
holders in general meeting to such re-appointment. In such cases, 
the Department considered that it was in the fitness of things that 



the shareholders should be given an opportunity of considering the 
terms of such re-appointment and also of assessing the suitability of 
the managing agents for re-appointment in the light of the latter’s 
past performance. The Department, therefore, circularised to the 
Chambers of Commerce etc. to advise their members that in future 
all applications for the Central Government’s approval to the re¬ 
appointment of managing agcnts/secrctaries and treasurers should 
be made, ns a rule, after the proposal had been sanctioned by the com¬ 
pany in general meeting, it was also suggested that in such caGes the 
resolutions should be so worded as to make them subject to the 
approval of the Central Government and subject also to such modi¬ 
fications in the managing agency agreement as might be made by the 
Central Government. A ceitificd copy of the resolution so passed 
should be attached to every application. While, this would be the 
general procedure, the Department poinh^d out that if for any special 
reasons a company found it difficult to comply with it, the appli¬ 
cations would nevertheless be cnter.ained by Government, if other¬ 
wise unobjectionable and considered on their merits but even in such 
cases, the approval of Government, if accorded, would be subject to 
ratification by the company in general meeting. The Department, 
however, expressed the hope that, as far as i)ossible, companies would 
find it possible to comply with the ordinary procedure. 


Section II—Current Problems of Company Management 

90. During the year under review, a well-known managing agency 
house sought Government’s approval under Section 346 to changes 
in its constitution likely to be brought about by the transfer of its 
equity capital to another public company, thereby making the 
managing agency company a subsidiary of the other public company. 
This proposal raised an important issue of control over changes in the 
constitution of holding companies of managing agency companies 
which is now under examination. 

91. During this period, Government had also occasion to consider 
the question of prohibiting the simultaneous appointment of more 
than one category of managerial personnel in the same company. 
Definitions of “managing agents”, “secretaries and treasurers” and 
^‘manager” contemplate that the management of the whole or sub¬ 
stantially the whole of the affairs of a company should be under their 
charge. While there is no clear demarcation in the functions and 
powers of these categories of personnel, it would seem that the simul¬ 
taneous functioning of more than one of these categories is not ordi¬ 
narily envisaged. The proviso to Section 378 also states that 
secretaries and treasurers cannot be employed when a company has 
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a managing agent. The entire issue is, however, likely to be fully 
examined when the Companies Act (Amendment) Bill is taken up. 
for consideration. 

92. In course of the examination of the proposals for variation in 
the managing agency agreements, etc., it was observed by Govern¬ 
ment that some companies were continuing to pay the monthly 
allowances provided for in the old managing agency agreements, 
though there was no specific provision therein for payment of any 
minimum remuneration in the event of absence or inadequacy of 
profits. As this was not considered to be in accord with the scheme 
of the Act, the companies concerned were told that imless their 
managing agency agreements were varied so as to provide for the 
payment of minimum remuneration to their managing agents, no 
monthly payments could be made to the managing agents, and any 
sum so paid should be deemed to be held in trust by the managing 
agents for their managed companies. By and large, most of the com¬ 
panies have accepted the Government’s advice in this regard. 

93. Though Section 332 becomes effective only after the 15th 
August, 1960, it has been observed during the last three years that 
some of the managing agents having more than ten public companies 
imder their management, have been taking steps to reduce their 
managing agencies to ten by one or the other of the following ways: 

(i) by transfer of their managing agencies; 

(ii) by resigning some of the managing agencies; and 

(iii) by resigning from the office of managing agents and seek¬ 
ing appointment as secretaries and treasurers with reduced 
powers and reduced remuneration. 

As cases of this nature have been only few, it is not possible to say 
which of the three courses mentioned above will be adopted by the 
large managing agency houses so as to comply with the provisions 
of Section 332. 

94. During the year several applications were received by Govern¬ 
ment seeking approval to the re-appointment of their managing 
agents for a further term on the expiry of their existing te^m of office 
under Section 330 of the Act. In most of these cases, the term of 
office of the existing managing agents was due to expire only on the 
15th August, 1960, but in terms of Section 328 (1) (c), they could be 
re-appointed at any time during the period 16th August, 1958 to 15th 
August, 1960. At the end of the period under review about 300 com¬ 
panies had obtained Government’s approval to the re-appointment 
of their managing agents. 
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95. As there is still more than a year within which the remaining 
companies can seek Government’s approval to the re-appointment of 
their managing agents, one cannot hazard a guess whether all of 
them would like to continue their managing agencies or whether 
some of them would adopt some other form of management allowed 
under the Act. It is, however, clear from the statistical position rela¬ 
ting to forms of management which the new companies formed dur¬ 
ing the three year period ending 31st March, 1959 proposed to adopt, 
that management by managing agents does not find favour with 
most of the companies. Of the total number of 2,904 companies regis¬ 
tered during the last three years only 36 companies proposed to 
appoint managing agents, whereas 674 companies proposed to appoint 
managing directors and 2,181 companies proposed to manage their 
affairs directly through the Board of Directors. One of the reasons 
for this trend might be that, of the total number of 2,904 new com¬ 
panies, 2,697 companies have been registered as private companies to 
which the restrictive provisions in the Act relating to managerial 
remuneration, appointment of managing/wholetime directors, etc., do 
not apply, whereas if the private companies desire to appoint manag¬ 
ing agents, Government’s approval would be required under Section 
326 of the new Act. It may be stated here that till 1st April, 1956, 
private companies could appoint managing agents without seeking 
Government’s approval. 

96. So far as the remuneration payable to the managing agents 
is concerned], the provisions of the Act may be said to have resulted 
in reducing the direct managerial remuneration payable to them by 
companies under their management. In a number of cases where 
companies sought Government’s approval to the variations in their 
managing agency agreements, the remuneration payable to the 
managing agents was brought down to 10% commission on the net 
profits—the maximum allowed under Section 348—together with a 
suitable minimum remuneration payable in the event of absence or 
inadequacy of profits in any year. Restrictions in regard to 
the payment of overall managerial remuneration under Sec¬ 
tion 198 and the quantum of remuneration payable to direc¬ 
tors including managing directors under Section 309 have also 
resulted in some reduction of the financial burden on companies. 
In many cases, the directors, the managing/whole-time direc¬ 
tors, and manegers of companies have had to be content with 
much less remuneration than they were drawing prior to the com¬ 
mencement of the Act, because of the operation of the ceiling of 
11 % of the net profits in regard to managerial remuneration. As 
the remimeration by way of commission payable to managerial per¬ 
sonnel is not, as a matter of policy, included in the minimum 
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remimeration to be sanctioned by Government under the proviso to 
Section 198 (4) in the event of absence or inadequacy of profits in 
any year, the managerial persoimel could draw only the monthly 
payments in accordence with the terms approved by Government 
under Sections 269, 310 or 311. Another point of interest in this 
connection is that during the last three years, Government have 
sanctioned minimum remuneration to directors, managing/whole- 
tirae directors and managers in excess of Rs. 50,000/- per annum 
under the proviso to section 198(4) only in 50 cases relating to 41 
companies, a majority of which are managing agency companies 
whose earnings v/ould appear to have fallen because of reduced 
remuneration earned by them from the companies under their 
management. 


97. It may be pertinent to mention here that under Section 326 
of the Act the approval of the Central Government can be 
given to an appointment or reappointment of a managing agent only 
if (a) it is not against the public interest for the company to have 
a managing agent, (b) the managing agent proposed is a ‘fit and 
proper’ person in all respects to be so appointed, (c) the conditions 
of the agreement are fair and reasonable, (d) the tenure of re¬ 
appointment does not exceed ten years and (e) the remuneration 
does not exceed 10% of profits. It will be seen that under the 
relevant statutory provisions, no managing agent can claim the 
right to automatic re-appointment, much less the maxima in regard 
to the period of reappointment or the remuneration. The scheme 
of the Act clearly contemplates examination of individual applica¬ 
tions for re-appointment and the scrutiny of the terms and condi¬ 
tions of re-appointment in each particular case, both by the Advi¬ 
sory Commission as well as by Government. This was made clear 
by the Minister of Commerce and Industry in Parliament in the 
course of his reply to the debate on the Ministry’s Demands for 
Grants in the last Budget session. In his policy announcement, the 
Minister clarified the provisions of Section 326 and in particular 
emphasised the following two points:— 

(i) where comprehensive services i.e. services of diverse 
kinds usually rendered to the managed companies by the 
best managing agency houses without additional remune¬ 
ration, were not being rendered by the managing agents, 
or where companies were making large profits, there was 
a prima facie case for reducing the maximum remunera¬ 
tion permitted under the Act with Government’s approv¬ 
al in the light of the circumstances of individual cases; 
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(ii) Similarly, except in special cases, the term of office of the 
managing agents should ordinarily not exceed five years 
at a time. This is the maximum period allowed to a 
managing director or manager at a time. 

As stated by the Minister, it would be for the Advisory 
Commission to consider every proposal for appointment 
or reappointment of managing agents on its merits and 
to miake suitable recommendations to Government. 



CHAPTER VII 


APPEALS AND PROTECTION OF MINORITY INTERESTS 

98. The protection of minority interests in companies was dec¬ 
lared to be one of the important objects underlying the reform of 
the Company Law in 1955. This did not imply that the minority 
in a company were entitled to hold up the legitimate day-to-day 
business of the company; it only meant that the majority had to 
respect the essential rights of a minority, and that in respect of these 
rights, certain additional sanctions were provided in the new Act. 
These include inter alia (a) the right of appeal to the Central Gov¬ 
ernment under Section 111 of the Act, concurrently with the right to 
go to Court under Section 155 for the rectification of register of 
members, and (b) the right given to an aggrieved: minority to 
approach the Court for relief under Sections 397 and 398 of the Act 
when the affairs of a company are conducted in a manner oppressive 
to any member or members or in a manner prejudicial to its 
interests or when its affairs are grossly mismanaged. 

Appeals under Section 111 

99. As explained in the earlier Reports, Section 111 was intro¬ 
duced in the Act with a view to providing an easy and quick remedy 
to an aggrieved party against the arbitrary action of the directors 
in refusing to register a proposed transfer of shares. Since the 
Companies Act, 1956, came into force, nearly 200 appeals have been 
filed with the Department involving a transfer of approximately 
one and a half lakh shjires. The rules framed under the section 
provide for giving reasonable opportunities to the parties concerned 
to make representation in writing, accompanied by documentary 
evidence and affidavits in support of their pleas, and the applications 
are then considered on their merits by a specially designated officer, 
on the broad principles of equity, justice and good conscience. On 
an average the admitted appeals were disposed: of in course of three 
to four months. 

100. During 1958-59, 70 new appeals relating to transfers of shares 
belonging to 30 companies were received by the Central Government 
Together with the 16 appeals pending from the previous year, the 
Central Government dealt with 86 appeals during the year, out of 
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ivhich 45 appeals were entertained and the remaining 41 
were either not pursued or were withdrawn or became time- 
barred. Of the 45 appeals entertained, orders were issued in 9 cases 
to the companies concerned to register the transfer of the shares 
in dispute in the names of appellants, while H appeals were dis- 
missedu In 17 cases relating to the transfer of shares of one single 
company, the Central Government did not pass any orders as the 
matters were subjudice in court. At the end of the year, 5 appeals 
were pending consideration with the Central Government. Appeals 
were as a rule allowed: — 


(a) where the company had no good reasons to urge against 
the transference of the shares, 

(b) where the refusal of the company to register the transfer 
of the shares was solely due to a mistaken view of the 
law, and 


I (c) where the view of the company that the transferee of the 

I shares was an undesirable person was not based on any 

I substantial evidence. 

I 

^ 101. So far, there has been no conflict between the two provisions 

I of the Act, viz., Section 111 and Section 155. Further, it is the endea- 
I vour of Government to dispose of the appeals within the minimum 
I possible time provided the rules regarding the filing of the appeals 
? are fully complied with. Delays in the passing of orders 
I in a few cases have largely been due to the time taken by the parties 
I concerned in supplying the requisite details and documents to the 
Government. The Department kept watch over the carrying out of 
the orders of the Central Government on such appeals by the com¬ 
panies. At present there is no provision in the Act to compel a 
company to comply with the orders of the Central Government 
within a stipulated time. It was, however, noticed that out 
of 9 appeals allowed during the year under review in 4 
cases the directions issued by the Government were com¬ 
plied with and in one case, the company preferred an tappeal 
to the Supreme Court against Government’s orders. The appeal 
before the Supreme Court was pending at the end of the year. 


102. The statistical position of appeals received, heard and dis¬ 
posed of during the year as compared with the position in the 
previous two years is given below. The maximum number of 
.shares involved in an appeal in 1958-59 was 9,290 as against the 
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maximum figure of 20,100 shares noticed in a case last year. Aa 
before, a vast majority of the appeals filed were with regard to 
transfer of shares not exceeding 100. 

Table 13 

Disposal of Cases received under Sec. Ill of the Act (t9$6-59) 


Total No. of appeals received during the year . 

1956-57 

77 

1957-58 

51 

1958-59 

70 

Total No. of appeals dealt with during the year (including 
the pending appeals of the previous years) . 

77 

95 

86 

No. of appetils not admitted for being time barred or 
wiih-drawn or not pressed by the parties . 

4 

19 

41 

No. of appeals entertained. 

73 

76 

45 

No. of appeals allowed from out of those entertained 

14 

14 

9 

No. of appeals cither rejected on merits after due consi¬ 
deration or in which Ceniral Government could not 
intervene as the matter was sub judicc in court . 

15 

46 

31 

No. of appeals pending under consideration of ihc Central 
Government . . 

44 

16 

5 

No. of appeals involving transfer of one share only 

— 

13 

6 

No. of appeals involving transfer of 2 to 100 shares 

69 

30 

44 

No. of appeals involving transfer of 101 to 1000 shares 


— 

13 

No. of appeals involving transfer of more than 1000 
shares. 

8 

8 

7 


Prevention of oppression and mismanagement 

103. Sections 397 to 407 of the Companies Act, 1956, confer certain 
powers on the court and the Central Government to deal with 
oppression of the minority or with mismanagement of the affairs of 
a company in a manner prejudicial to the interests of the company 
and its members. The background and significance of Sections 397 
and 398 of the Act dealt with hereunder were explained in the two 
earlier Statutory Reports. The provisions of these sections are 
intended to avoid recourse to the extreme step of winding up a com¬ 
pany and at the same time protect the minority shareholders from 
acts of oppression and mismanagement. Under these sections the 
oppressed members of the company may, subject to the conditions 
laid down in Section 399 of the Act, move the Court for the protec¬ 
tion of their rights and interests. The Court thus approached by 
the parties is required, in turn, to give notice under Section 400 of 
the Act of every such application to the Central Government to- 
make representation to it if any, for its consideration before it passed 
the final order in the case. A study of the applications made to the- 
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Courts in respect of which notices were received by the Department 
revenled the commoner types ol mismanagement and oppression 
against which Courts were moved. These were as follows: — 

(a) fraudulent transactions; 

(b) grossly inefficiciit management in disregard of the best 
interests of companies; 

(c) misappropriation of the funds of the company; 

(d) illegality in the conduct of board meetings and general 
meetings; 

(e) absence of proper legal authority on the part of directors 
to carrj’ on the management of companies. 

104. Wliile making these allegations, the parties sought the 
following general types of reliefs from the Coiuts:— 

(a) a direction by the Court for the proper conduct of the 
affairs of the company; | 

(b) removal of the existing directors or some of them, the 
managing agents, etc., from the managemerd of the <'om- 

(c) declaration that the removal of the pelilioncr/s from the 
management of the company was invaliti, and that Iris/ 
their appointments or rights were to remain unaffected; 

(d) appointment of an Administrator or Receiver during the 
interim period till fi od judgement of the Court; 

(e) revision of the company's accounts and recovery of funds 
alleged to have been rnksapproprialed by the existing 
management; and . 

(f) an order that the affairs of the company should be investi¬ 
gated. 

105. The cases in respect of which notices were served on the 
Central Government fell broadly under the following categories:— 

(a) cases which involved larger interests of society, compli¬ 
cated issued o social and economic policy, aparat from 
simple adjudication of legal rights between the contend¬ 
ing parties; and 

(b) cases which related to small-sized public or private com¬ 
panies not involving public interest to any great extent or 
cases which did not involve any complicated technical 
points but which arose generally as a result of faction 
fights between two groups of directors or shareholders. 
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106, As a rule, it is only in the first category of cases that the 
Central Government consider it necessary to make representations 
to the Courts under Section 400 of the Act, placing before them mate¬ 
rial and information available in the official records relevant to the 
allegations contained in the petition filed with the Courts. In such 
cases the Regi .trars make every endeavour to collate the material 
facts available in the papers and documents filed with them, and 
it is on the basis of such dp.ta that the Department prepares the 
rcquisit<^ stalements frir the Courts. In their representations, 
wherever the circumstances of the case so require the Central Gov¬ 
ernment also e\'?.)]ain tlieir views on important questions relating 
to jvoi ale invesimerits, comp''ny inanagenK nts, etc., for the general 
guidance of the Courts. In ca.sos arising out of faction fighls bet¬ 
ween diflereni groups in a company, w]h'‘ro considerations of the 
larger interests of i.he public and .society do not come irlo the picture, 
the Central Government doe.^^ not as a rule make a;jy representation 
to the Court. In a large number of cases of this category, it has 
been nb'.ervod that the aggrieved parties at first approached the 
Governnif'nt, but wlien they found tliat (hey could not get satisfac¬ 
tion from the Central Government they approached the Court. 

107. During the year under roviev/, the Centrr.l Government 
recei” •:! '?0 ivpires under Section 400 of the Act from the vTirious 
Courts of law and made representations in 9 cases. In the other 
21 case's, tVie CentriVI (kivernment decided not to rnrko a:'»7 represen¬ 
tation, because the m.attei\s complained of, pertained mainly lo fac¬ 
tion.; di'.iputcs vvi'ihin the manage?mcni;, or rehited to the internal 
alTair.^ of tiio company involving no point of public interest or because 
tlie GoV(.’rnmcfil were not in possession of any \vorik'v)ij]e material 
to place before the Courts to assist the lallcr in arriving at a decision 
on (he rLiiers p'.'aycd for. A. list of case- in re.spect of which nolices 
were sv^rved on the Central Government by the Court.s during 
1953-59 is given in the Statistical Appendix. This statement also 
briefly indic<*ites how the applications were disposed of by tlie Courts. 
It would be seen from the statement that out of the fresh applica¬ 
tions filed, in respect of which notices were receive by the Govern¬ 
ment during the year, the Courts finally disposed of 10 applications. 
These included 5 cases in which the matters were compromised or 
the petitions were withdrawn. In one case interim orders were 
passed by the Court. In one case, the Court appointed a Special 
Officer with specific direction to end the dispute. In another case, 
the Court removed the existing board of directors and appointed a 
Special Officer to take charge of the affairs of the company and to 
manage it. The Court also terminated the agreement between the 
company on the one hand and the managing director on the other 
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and later on an application from the creditors of the company, the 
company was ordered to be wound up. In a third case in which 
only interim orders were passed during the year the Court suspended 
the existing board of directors and appointed a new board of direc¬ 
tors consisting of 10 members including one nominee of the Depart¬ 
ment of Company Law Administration. Final orders have yet to be 
passed by the Court in this case. 

108. The table below indicates the number of petitions moved 
and the number of cases in which representations were made by the 
Government. 


TAnUK H 

Notices received under Section 400 of Act (1956 ~ 59) 



1956-57 

1957-58 

1958-59 

Total number of cases in which notices under Section 400 
were received. 

24 

20 

30 

No. of cases in v.^hich representations were made . 

7 

6 

9 

No. of cases in which no representations were made 

17 

14 

21 


109. Apart from the action taken on the notices under Section 

400 of the Act received from the courts of law, the Central Govern¬ 
ment received 5 applications from the aggrieved parties seeking the 
necessary authorisation under Section 399(4) of the Companies Act, 
from the Central Government for moving the Court for the redress 
of their grievances. Section 399(1) provides that an application to 
the Court under Section 397/398 can be made only by members of 
the company holding the requisite share qualifications, but the 
Central Government can nevertheless authorise any member or 
members holding ]c.sser share qualifications to apply to the Court, 
if in its opinion, circumstances existed which made it just and equit¬ 
able to do so. The Central Government granted such authorisation 
in only 1 case; in three oUier cases the applicants were asked to 
come up with an aj:?plication in the proper form as laid down in the 
Companies (Central Government’s) General Rules and Forms, 1956, 
and the remaining case was pending consideration at the end of the 
year. j 

110. The other provisions of the Companies Act which deal with 
the question of the protection of minority interests are contained 
in Sections 408 and 409 of the Act. Section 408 confers powers on 
the Central Government, inter-alia, to appoint not more than two 
directors on the Board of any company on the application of not less 
than two hundred members of the company or of members holding 
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not less than one-tenth of the total voting power in the company, 
if the Central Government are satisfied that it is necessary to make 
such appointment in order to prevent the affairs of the company 
being conducted in a manner which is oppresive to any member or 
in a manner which is prejudicial to the interests of the company. 
Section 409 further empowers the Central Government to prevent 
any change in the Board of Directors of any company as a result of 
change in ownership of sh"*res, if such change in the Board is likely 
to affect prejudicially the affairs of the company. The objects behind 
these two sections and the policy generally pursued by the Central 
Government regarding their implementation and the difficulties 
encountered in doing so were discussed in detail in paragraphs 55 
and 56 of the Second Statutory Report, for the year ended March 31, 
1958- 

111. While it is too early to at:erupt an assessment ol the efficacy 
of these yjrovisions as a means of securing relief in case of oppression 
of tlio minoriiy iliareliolders by the majority or of mismanagement 
of the alfairs of a company, it is encouraging to iind that the far- 
reaching character of the powers conferred on the courts under Sec¬ 
tion 402 of the Act to deal witli the cases referred to them under 
Sections 397 and 398 of the Act is being appreciated in the higher 
echelons of the judicial system as also in dio rrioic knowledgeable 
and informed circle of public opinion in the country. The judge¬ 
ment of Mukherjee J. of tlic Calcutta High Court in Re: Richardson 
Cruddas Ltd. quoted in the last Statutory Report bears out this 
observation. 

112. In this connection, it would be interesting to refer to the 
working of Section 210 of the U.K. Companies Act, 1948 on which 
the provisions of Section 397/398 of our Companies Act are based. 
Under Sec. 2:10 of the U.K. Act, the Court can make an Order regu¬ 
lating the conduct of the companj^’s affairs or can order the buying 
out of the oppressed members either by the company or by the 
other members at a price fixed by the Court itself. The only import¬ 
ant case decided in the U.K. was Meyerd Lucas Vs. Scottish Textile 
and Manufacturing Co. Ltd. and the Scottish Co-operative Wholesale 
Society Ltd. decided by the Scotti.sh Court of Sessions whose decision 
was subsequently affirmed on an appeal by the House of Lords. 

In brief, the case was that the petitioners were minority share¬ 
holders of the first respondent, the Textile Mill and the 
second respondent, the Society was the majority share¬ 
holder. The Textile Mill prospered under the two peti¬ 
tioners as Managing Directors during the period 1946 to 
1951 when the Society sought unsuccessfully to acquire 



their shares at par, though they were worth much more. 
The Society as Lord Symonds observed, was “determined 
to seize any opportunity of procuring for themselves the 
benefit of the trade which had been built up by the peti- 
tionrs’ efforts”. After 1951, by reasons of external 
assistance, the Society no longer depended on the peti¬ 
tioners to get supplies of yam for the company and by the 
end of 1952, the Society embarked on a policy ‘of destroy¬ 
ing the company it had created knowing that the minority 
shareholders alone would suffer in that process.’ Three 
other directors of the textile company were the nominees 
of the Society and apparently made no efforts to protect 
the textile company from the Society. On these facts, it 
was held that the Society had behaved in a manner oppres¬ 
sive to the petitioners. The Society’s plea that even if 
that were so, it had not conducted the affairs of the com¬ 
pany in an oppressive manner within the meaning of 
Section 210, was rejected by their Lordship. Lord Symonds 
further observed that “mere trade warfare against the 
company would not be within the section but here the 
trade warfare was supplemented by control of the com¬ 
pany from within. If Section 210 was inept to cover such 
a case as the present one, it would be a dead letter indeed”. 
His Lordship expressed himself strongly because it 
appeared to him that was a glaring example of pre¬ 
cisely the evil which Parliament intended to remedy. 
Concurring with Lord Symonds, Lord Keath of Avonholm 
observed that the oppression under Section 210 might take 
various forms and the Section introduced wide powers to 
Court to deal with the situation in an equitable manner 
which the Court did not have before the pa.sf-ing of the 
Act of 1948. Lord Denning also concurring with Lord 
Symonds said that it was true that their Lordships were 
giving liberal interpretation to Section 210, but it was a 
new section designed to suppress an acknowledged mis¬ 
chief.* 

*Detaited report on this Case is given In London Timei dated 25th July, 1953. 



CHAPTER VIII 


COMPANY INVESTIGATIONS 


113. While by taking a series of administrative steps during the 
last one and a half yo^ars it has been possible to follow up the prose¬ 
cution cases launched under the Companies Act more effectively than 
in the past, a similar improvement, however, could not be brought 
about in the field of company investigations mainly due to the lack 
of adccjuatc powers avxulable under the provisions of the Companies 
Act, 1956, to the Registrar of Companies and the Inspectors appointed 
under this Act, y^part irorn this, as mentioned in the earlier Reports, 
there were many pr?.cticol difnculties in obtaining the services of 
suitable pers ons votli adequate background of civil, criminal und 
commrrcial laws and wdh <uifficient knowledge of higher accountancy 
and auditing 1o probe into tin* affairs of companies and to nrirshal the 
facts un ravel ling t.lie ((..'’ixterous techniques employed to camouflage 
the dubious financial transactions entered into by disbf'nesL company 
management. To a cerlain ibe ditfcnllv of ig'^dirg nualihed 

persons to coiviuct invesdd gal ions \inder the provl-ions of Section 235 
or 237 of the Ac!., wouhi be solved from tins year onwards by the 
employment of the services of the Senior Accounts OfflccTs attached 
to the Department. As mrnlioned in the earlier Repra*t, a regule.r 
investigating machinery is being built up in the Department itself to 
conduct as well as direct investigations under Sections 235, 237 and 
247 of the Companies Act, The first steps in this direction have been 
already taken. 


114. With regard to the difficulties confronting the Inspectors in 
conducting the investigations under the Companies Act, it is consi¬ 
dered necessary to secure more powers for the Inspectors under the 
provisions of Section 240 of the Companies Act, 1956. In the view of 
the Department not only the officers and agents of the companies 
and of its managing agents or secretaries and treasurers (even if they 
are companies) and of other related bodies corporate under investi¬ 
gation, but also their employees should be required to produce beftre 
the Inspector the books and documents in their custody or power 


64 



65 


and to reduce their statements before the Inspector in writing if so 
required by him. On failure without reasonable cause or on refusal 
to comply with the Inspectors requisition to the above effect, the 
Inspector might apply to the Court for an order directing the pro¬ 
duction before him, of all the books and papers required within a 
date specified in the order or reauiring any of the persons concerned 
to answer any questions to be put by the Inspector. The disobedience 
of the order of the court would be nunishable with iiripiisonment 
or with fine or with both. Further, the Inspector would 
have the power to enter upon the place or places w^here the books 
and documents of the company may be kept and also the power to 
search and seize them with the permission of a first class Magistrate 
on an application made to him, if in any case the Inspector apprehends 
destruction (>f or tampering with the books and papers. 


-115. Apart from tho above powers which it is (‘on.ade’a'd nocc^ 
for llie riispe'‘tors, in order to strengthen \he hands of Fegl' 
in obtaining essnitia] inforrnati.aj under Seclion (u* 


sary 

rars 

the 


Companies Act, the DepavLCKsU feels tiiat Ihc po\vers rg' 'iv'* laMor 
under Section 234 of llie Act should be enlar^gad. Under Section. 234 


at nrcsenl, lae rrir :rul ‘ for any ini'vn'rnatlen or 

es:planation which he thinks is nece-icary ‘U order Thai' :uch docu¬ 
ment may afford full particulars of Inc matter to wluc.h it pur¬ 
ports to veiaie’7 Instances have come in the .notice of the DovKirt- 
ment v/here, appreheruding the yvasc'biiiiies of iuve;:.aigation. under 
Sec;.ion 235 or 237 of the Act, some companies have deliberately 
ignored the Registrar’s ncdice to furnish the explanation asked for. 
In such cases, the only remedy left to tlie Registiv;r is either to start 
prosecution under Section 234(4) of the Act or to make an applica¬ 
tion to the Court for directing the company to produce the docu¬ 
ments and to inspect them when produced. This procedure provides 
ample time and opportunity to unscrupulous company management 
to conceal or to tamper with the books of accounts. 


116. In the past, in certain cases, the progress of investigation into 
the affairs of companies by the Inspectors has been held up also 
because of the issue of injunctions by the courts staying further 
investigation in the case. Two such instances were reported in the 
last Statutory Report where the investigations had been held up in 
this way for more than a year or so. One of these cases has since been 
withdrawn by the company from the Madras High Court but the 
other one is still pending before the Supreme Court of India, In 
this connection, the observations made in the previous Report bear 
repetition. ‘Mt is not easy to see how these difiSculties could be over- 
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come within the existing framework of the judicial institutions, but 
the problem requires urgent and careful consideration so that the 
law may not be brought into contempt by the dubious and dilatory 
tactics of those who indulge in practices which are prima facie objec¬ 
tionable.’' It is, however, encouraging to note that there were no new 
cases during the year 1958-59, in which investigations had to be 
stayed as a result of the appointment of the Inspector being challenged 
in a court of law on purely technical grounds. 

117. During the year under review, the Central Government consi¬ 
dered 22 cases (of which 17 were new and the rest were brought for¬ 
ward from the last year) for the appointment of Inspectors etc., under 
Sections 235(a), 235(c) and 237(b) of the Companies Act, 1956. In 14 
cases, it was not considered necessary to appoint any Inspector as the 
preliminary enquiries did not provide sufficient justification for fur¬ 
ther action by Government. In 3 cases, Inspectors were appointed 
while in the remaining 5 cases, the question of appointment of 
Inspector was still under consideration by the Government ©t the end 
of the year. At the beginning of the year under report, there were 
9 cases in respect of which investigations were in progress, of which 
6 cases related to investigations ordered under the Indian Companies 
Act, 1913, and 3 were under the provisions of the Companies Act, 
1956. Of these 12 cases, in 7 cases, the Inspectors submitted their 
reports during the year, while at the end of the year, the probe by the 
Inspectors in 5 cases was continuing: Table 15 below summarises the 
statistical position of the investigations dealt with during the last 
three years, and Table 16 gives the detailed statistical break-up of the 
cases in progress during the period 1st April, 1958 to 31st March, 1959 
under review in this report. 


TABLE 15 

ProgreM of Invcstigationg (195(^59) 


1956-57 1957-58 1958-59 1956-^5# 


A. Processing of Cases received for appoint' 
ment of Inspectors 


I. No. of cases brought forward from 


the previous years 


IS 

5 

.. 

2. No. of cases received during the year 
for consideration of appointment 
of Inspectors .... 

47 

at 

17 

14 

3. Total No. of cases requiring consi¬ 
deration of the Central Oovt. for 
the appointment of Inspectors 

47 

H 

3i 
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4. No. of cases in which Tnspecton 

were appointed 

5. No. of cases disposed of but no 

appointment of Inspectors made • 

6. No. of cases under consideration at 

the end of the year 

B. Progress of Inspectors' Work 

7. No. of cases in which Inspectors were 

carrying on investigations during 
the year. 

8. No. of cases in which Inspectors’ 

Report was received . 

9. No. of cases in which investigation 

was subscQucntiy dropped . 

10. No. of cases in which Inspectors’ 
Reports were due for submission . 


9 2 

25 24 

IS 5 

H 2ft 

5 13 

1 

21 ft 


3 "A 

14 44 

5 

12 

7 24 

1 

5 


TABLE 1ft 

Investigations dealt with under the Companies Act, 1956 during the year 


Sections 

No. of 

No. of 

Total 

No. 

of No. 

of No. of 

under 

cases 

Cases 

of 

cases 

cases 

cases 

which 

brought 

received 

Cols. 

in which 

disposed 

under 

investigation 

forward 

during 

2& 3 

Inspectors of but no 

consideration 

was 

from last 

the year 


were 

appointment 

at the end 

considered 

year 


appointed 

of Inspector of the year 

(1) 

(2) 

(3) 

(4) 

(5) 

YVCiO IIIEAMW 
(6) 

(7) 

135(a) . 

1 

7 

8 

1 

4 

3 

235(b) 

. 






235(c) . 

3 

8 

li 

i 

*8 

*2 

237(a)(i) . . 

,, 

., 





237(a)(ii) . 

• 



,. 

,, 

.. 

237(b) . 

1 

2 

3 

1 

2 



5 

17 

22 

3 

14 

5 


118. Of the 7 reports submitted by the Inspectors during the year, 
2 reports related to two companies belonging to a leading group of 
Northern India having concerns in Delhi, Ihmjab, U.P., and Rajasthan. 
Both these Reports have been remitted to the Commission of Inquiry, 
for consideration along with the cases of Dalmia Jain Group being 
inquired into by them. 

The third report disclosed inter alio that losses were caused to the 
company by various adjustments in accoimts and payments said to 
have been made at the instance of a director of the company who was 
also the Managing Director of the Managing Agency company and 
for which the other directors have disclaimed any responsibility. 



The funds of the company were found to have been diverted for pur* 
poses not connected with the business of the company. 

The fourth report disclosed misappropriation of the funds of a 
company for which a reference has been made to the police for fur¬ 
ther investigation. 

In the fifth case, the mysterious disappearance of the assets of the 
company wortli several lakhs of rupees, the specific responsibility for 
which could not be fixed on the officers of the company, had been 
pointed out. The Managing Director of the company claimed to have 
handed over the assets of the company to the receiver of the company 
while the Iriiter denied it. For want of legal evidence, it wns not 
possible to jnslitule criminal proceedings in this case. The ccTnpany 
has since gone inlo iiquida'ion and the Official Lio-udator has been 
appointed as its liquidator. 

Tn the sixth case, it appCM.red hlKit the company rnadf? a contract 
for the pui'chaso of some land- The directors ve-’ied the terms cT llie 
coniract and the cranpany foiled to mention some material facts in 
the slateneont in lic'u of Prospeclus. The interpolation of a clause 
regarding tffie payment of commission to a particular individual was 
also suspected. Frhvu! /nde, ail these rdlcgod coinmissirnis of act 
conlained ingredients ioic criminal broach of trust and conspiracy and, 
therefore, the matter has been referred to the police foi’ furllicr 
investigation. 


In the seventh ca.se, the report of this investigation disclosed that 
most of the records of the company wore missing. The directors who 
wen’e responsible for the misdeeds were dead end the whereabouts 
of some other directors could not be traced. 

119. From the foregoing account, it would be seen that, during the 
three years ended 3Ist March, 1959, the Department dealt with 84 
cases for oppointmerit of Inspectors under the Companies Act out of 
which 14 cases were found to be fit for investigations under Sections 
235 and 237 of the aforesaid Act. During the three-year period, 
the Department received 25 Inspectors’ Report.^ of which some related 
to investigations ordered under the provisions of the Indian Companies 
Act, 1913, Necessary prosecutions have been launched against com¬ 
panies and their officers in 6 cases whereas 3 cases were referred to 
the police for further investigations. In a majority of the cases, no 
prosecutions could be launched on account of the insufficiency of the 
evidence available in the Inspectors’ Reports. The table below sets 
out in brief the action taken on the reports submitted by the Inspec¬ 
tors during 1956—59. 
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Tabli 17 

Follow-Dp Dctiott OD the lospectors* repoiti sabmitted to the Gofernment (1956—59j. 


1. No. of Reports submitted during the year 

2. No, of cases whcrp no prosecution could 
be launched due to insuliiciency of 
evidence ...... 

3. No. of cases in which F.T.R lodged with 
the police for furtlier investigation 

4. No. of cases referred to the Bose Com¬ 
mission of Enquiry for consideration 

5. No. of cases under cx;tmination of the 
Government ..... 

6. No. of cases in which necessary prosecu¬ 

tions were launchctl 


1956-57 1957-58 1958-59 1956-59 

5 13 7 25 

2 7 3 12 

..213 

1 .. 2 3 

1 5 

2 4 .. 6 


Invcsl5j;ation under Section 247. 

120. During the year under r? view, no new investigation under 
Section 247 was started. It may bo recalled h' re that .so far two 
investigation.*: under this section to ascertain the beneficial ownership 
of shnres, have been ordered by the Central Government, one in 1956- 
57 and the other during the last: year. The findings from the inspec¬ 
tors’ Reporto on both these cases were briefly reported in the previous 
two Statutory Reports*. 


♦Pp. 26-28 of the First Statutory Report for 1956-57. 
Pp. 43-44 of the Second Statutory Report for 1957-58. 





CHAPTER IX 

COMPANY PROSECUTIONS 

121. Apart from its advisory and persuasive activities carried on, 
the increasing vigour of the Department as an enforcement agency 
was demonstrated by the number of prosecutions for company and 
other offences instituted by the Department during the year under 
review. During the last three years, the Department had instituted 
and directed 5,110 cases against companies and their officers, out of 
which 3,500 cases resulted in conviction of the accused. The propor¬ 
tion of the successful prosecutions to the total cases decided during 
the three-years period viz., 1956—59 works out to 61 per cent. Com¬ 
parable figures for the immediate pre-Companies Act, 1956 years are 
not available, but it is well known that, in the past, the administrative 
arrangements for the effective implementation of the provisions of the 
Companies Act were far from satisfactory and lacked proper direc¬ 
tion with the result that the defaults committed by companies were 
not energetically dealt with. The legacies of the past are still to be 
seen in the lightness of fines awarded by the courts for breaches of 
the provisions of the Act. As would be seen from the figures of prose¬ 
cutions instituted, convictions obtained and fines imposed, the present 
administration has partially succeeded in breaking through the 
old traditions of comparative ineffectiveness in the administration of 
the Act. 

122. During the year under review, the Department instituted 
2,495 cases in the various courts of law in the country, as against 1,305 
and 572 cases filed in 1957-58 and 1956-57 respectively. Thus, over the 
period of last three years, the number of prosecutions has increased 
four-fold as compared with the figures for 1956-57. The number of 
prosecutions for breaches of the provisions of the Act of 1956, hus 
increased from 10 cases in 1956-57 to 170 cases in 1957-58 and to 1,187 
cases during the year under review. The Department pursued the 
breaches committed under the old Act of 1913 almost as vigorously 
as those under the present Act. This is reflected in the total of 
1,308 prosecutions launched for the violation of the provisions of the 
old Act during 1958-59. The number of companies against which or 
against whose officers, prosecutions were instituted during the year 
was 631 as against 208 companies in the preceding year. 

123. Including 839 prosecutions which remained undecided at tht 
end of last year, the Department handled 3,337 prosecutions during 
the year. Of these 1,695 cases were disposed of by the end of the year. 
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leaving 1,642 cases or 49 per cent of the total number of cases insti¬ 
tuted to be disposed of by the courts of law in the following year. 
Out of the 1,695 cases disposed of, 1,055 resulted in conviction and 
166 in acquittal or discharge. The number of cases in which contra¬ 
ventions of the Act were condoned under Section 281 of the Companies 
Act, 1913 or Section 633 of the Companies Act, 1956 was 393. In 31 
cases processes could not be served on the accused by the court 
oflicials with the result that the complaints had to be withdrawn. 
The comparable figures of convictions, acquittals, condonations and 
withdrawals for 1957-58 are 499, 156, 164 and 259 I'ospcctively and 
for 1956-57 are 577, 52, 6 and 68 respectively. The proportion of con¬ 
victions to the total number of cases disposed of during the year 
works out to 62 per cent as against 47 per cent and 32 per cent in 
1957-58 and 1956-57, respectively 

124. The companies and their officers convicted during the year 
were ordered to pay a total fine of Rs. 1,18,590 as against fines aggi*e- 
gating Rs. 34,459 in 1957-58 and Rs. 28,954 in 1956-57. The costs award¬ 
ed in these cases, as percentage of fines imposed, work out to 11 per 
cent in 1958-59 as noticed in the earlier two years. A significant 
point to be noted during this year was that the cost of litigation 
incurred by the Central Government amounted to only Rs. 7,734 as 
against Rs. 19,054 in 1957-58. This fall is all the more significant in 
the context of the marked increase in the number of prosecutions 
dealt with during the year. It may be mentioned here that this 
economy in costs hns largely resulted from the n^w policy followed 
by the Department of utilising the services of the Departmental Soli¬ 
citors in the Regional Offices and at HeadquaruCrs. The employ¬ 
ment of Departmental Solicitors was also justified by the increasing 
number of prosecutions successfully handled in the year under report. 
As mentioned in the last Report, in future, most of the prosecution 
work will be handled by the Investigation and Prosecution Division 
of the Department which is now under formation. The table below 
gives a bird^s eye view o# the progress of company r rosecutions dur¬ 
ing the last three years. (For further details please see the Statistical 
Appendix). 

Table 18 

Progress of Prosecutions—(1956—59) 


1956-57 1957-58 1958-59 Total 


12 3 4 


No. of companies prosecuted ... 165 235 631 1,031 

No. of prosecutions started during the year 572 1,305 2,495 4,372 

Table— contd,. 
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1 3 

4 

of prosecutions dealt with during the fear 
(new and pending cases) .... 

1.310 

1,912 

3,337 

5,119 

No. of prosecutions ending in conviction 

577 

499 

1,055 

2,131 

No. of prosecutions ending in acquittati 

52 

156 

166 

374 

No. of prosecutions withdrawn or otherwise 
disposed ot* (including condonations) 

72 

423 

474 

969 

No. of pro.secutions pending at the end of the 
year. 

607 

S39 

1,642 


Total fines imposed.Rs. 28,954 Rs. 34,459Rs.l,18.590Rs.l,82,003 

Total Cost awarded. 

Rs. 3.082 

Rs. 3,998 Rs. 13,943 Rs. 22,023 

Total cost of litigation incurred by Government 

N.A. 

Rs. 19,054 

Rs. 7,734 Rs. 26,783 

%Incrcase in prosecution cases over 195(^57 

— 

+ 1281% 

f 336-2% 


%convictions to total cases decided 

82% 

47% 

62% 

61% 

Average prosecution per company 

3 

6 

4 

4 

Average fine imposed per case ending in con- 
victioa . 

Rs. 50 

Rs. 70 

Rs. 112 

Rs.90 


125. During the year, 24 prosecutions were instituted on the 
basis of the evidence available in the investigation reports submitted 
by the Inspectors in 5 cases. Two of these prosecutions ended in con¬ 
viction and the other 22 were pending in the courts at the end of 
the year. One more prosecution launched on the basis of the Inspec¬ 
tor’s Report submitted in 1957-58, ended in the conviction of the 
accused directors. Apart from prosecutions instituted under the 
Companies Act, in 2 investigation cases, the Registrars were directed 
to file first information reports with the police in respect of the cog¬ 
nisable olTences committed by the parties concerned. 


126. As in previous years, the incidence of defaults continued to 
be comparatively high in the State of West Bengal as compared with 
other States. Tliis was so largely for the reason that the State of 
West Bengal has the biggest concentration of companies in the 
countiy, accounting for nearly 45% of the total number of compa¬ 
nies on record all over the country. During the year, out of 2,495 
prosecutions launched, 706 were registered in the State of West 
Bengal as against 309 in Bombay, 90 in Madras and 396 in Delhi. The 
four States of West Bengal, Bombay, Madras and Delhi together 
accounted for nearly 60% of the total prosecutions launched all 
over the country by the Department. The comparative figures for 
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the four States of West Bengal, Bombay, Madras and Delhi for 1957- 
58 were 786, 105, 35 and 36 respectively and for 1956-57, 298, 
35, 23 and 26 respectively. Among the other States having compara¬ 
tively smaller concentration of companies in the country, the num¬ 
ber of prosecutions launched during the year was 392 in Bihar, 138 
in Rajasthan, 95 in Uttar Pradesh and 106 in Punjab- Further 
details, such as the state-wise break-up of prosecutions and the 
manner in which they were dealt with in each of the States during 
1958-59, are available in the Statistical Appendix. 

127. As a matter of topical interest, it may be mentioned that the 
number of prosecutions launched during the year against companies 
belonging to the Mundhra Group and the officers of those companies, 
was '66- Including the 7 pending cases of the previous year against 
this group of companies, in all 73 cases were instituted by the Admi¬ 
nistration in the various courts of law; out of these, 64 cases ended 
in conviction and the other 9 were pending the courts at the end 
of the year. Thus, during the last two years since the affairs of the 
Mundhra Group of companies came under public notVe, 108 prose¬ 
cutions were instituted against the companies and officers of this 
group in various courts of law- Out of these 68 cases were against 
the officers and directors of companies belonging to the group and 
40 cases against the companies themselves. All the 99 cases dispos¬ 
ed of during the last two years ended in the convictions of the com¬ 
panies/or their officers. 

128. As noticed in the earliei' two years, the failure to hold 
annual general meeting and the* non-filing of annual returns and 
balance sheets and profit and loss accounts were the principal grounds 
for which companies were prosecuted during the year under review. 
It is noticed that out of the 2,495 prosecutions 843 were for non-filing 
of annual returns, 574 for not holding the annual general meetings 
and 408 for not laying the annual accounts before the company in 
annual general meeting. The number of prosecutions for failure to 
file profit and loss accounts with the Registrars of Companies was 
362 and those for the non-submission of accounts by liquidators 201. 
The remaining 107 cases were for the miscellaneous defaults under 
the Companies Act- 

129. It may be mentioned here that the number of prosecutions 
for not filing the balance sheet and profit and loss accounts with the 
Registrar would have been higher but for the fact that some courts 
haVe taken the view that the liability for filing balance sheet and 
profit and loss account does not arise if the annual general meeting 
has not been held. 



130. The ixicidence of fines imposed by the courts of law in the 
eases instituted under the Companies Act, was generally found to 
be light presumably because the economic importance of ensuring 
strict compliance with the provisions of the Act was not yet fully 
appreciated in many learned circles. It is, however, a matti&r of 
some satisfaction to note that during the last three years, the 
average fines imposed per case ending in conviction has risen from 
Rs. 50 in 1956-57 to Rs. 70 in 1957-58 and to Rs. 112 during the year 
under review. As against this average for the country as a whole, 
the average fine per case in the State of Andhra Pradesh works 
out to Rs. 5, in Bihar Rs. 8, in Kerala Rs- 7, in Madras Rs. 21, in 
West Bengal Rs. 42 and in Bombay Rs- 75 during 1958-59. For 
defaults in filing annual returns and accounts with the Registrars 
in 95 cases, fine upto Rs. 5/- per case and in 38 cases fines ranging 
from Rs. 6/- to Rs. 10/- per accused in each case were imposed, 
although the Statute prescribes a daily fine of Rs. 50/-. 

In six cases fines upto Rs. 5/- and in 18 cases fine ranging from 
Ks. 6/- to Pws. 10/- per accused in each case were imposed for omis¬ 
sions to hold annual general meeting, although the Statute provides 
for a maximum line of Rs. 5,000/-. 

In four cases, fine upto Rs. 5/- and in six cases fines ranging 
from Rs. 6/- to Rs. 10/- per accused per case were imposed for not 
laying the annual accounts before the company in annual general 
meeting, although the Statute provides for a maximum fine of Rs. 
1,000/- or imprisonment extending upto 6 months or both. 

131. While some courts unfortunately continued to view these 
offences as mere technical breaches of the law, the views expres¬ 
sed by the Department in the last Statutory Report may bear repe¬ 
tition. That Report stated that these “seemingly technical defaults 
weie actually of very great importance in company practice and 
company management for it is only through the scrupulous obser¬ 
vance of the provisions of law regarding the general meeting and 
presentation of company accounts that management of companies 
could be kept alive to their fiduciary responsibilities and obliga¬ 
tions and the erring elements in the managements could be brought 
to hook through the enforcement of their statutory accountabilities 
to their shareholders. Laxity in compliance with the provisions of 
the Act hud been a potent source of evil in the past and if permit¬ 
ted to continue, may generate tendencies and attitudes which would 
not only dull the sense of shareholders’ responsibility but also per¬ 
manently damage the basic concepts of corporate accountability’’. 

The Lixity in compliance with the provisions of the Act referred. 

to above may be expected to disappear in course of timej’ 
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if company managements can be made aware of the fact that a 
proper machinery for exercising vigilance over the activities of joint 
stock companies is being built up in the Department of Company 
Law Administration in the Government of India and that share¬ 
holders, creditors and the general public are becoming more and 
more watchful, not only of their own interests in these companies, 
but also of the part played by the corporate sector in the industrial 
development of the country. To this end, deterrent action taken by 
the courts and by Government in suitable cases will greatly help. 
In any case, the body of case law which might be built up in course 
of the next few years will have an increasingly important bearing on 
the administration of the Act in future. 

132. As mentioned in the previous Report, with regard to the 
lightness of the fines imposed, the Registrars of Companies have 
been advised to impress on the courts, while presenting appli¬ 
cations for the prosecutions of the defaulting companies that the 
offences committed under the Companies Act were of great impor¬ 
tance in company practice and management. It is hoped that before 
long there will be a uniformity of approach among the district 
courts and High Courts in and outside the various States in the 
country.* 


•^The different accents with whicii the courts of law have spoken on the offences com¬ 
mitted under the Companies Act arc seen in the following judgements : 

1. The Hon’blc Mr. Justice Lodge of Calcutta High Court in the case of Bhagirath 
Chandra Das Vs. Emperor as early as 1946 observed that “the provisions of the Companies 
Act have been deliberately enacted to protect shareholders and in some cases to protect 
the general public and they impose definite duly upon the directors. It is necessary that 
those duties should be properly carried out, and it is necessary, in my opinion, that if directors 
failed to do so, tl:e penalties provided for in the Act should be imposed and the director 
should be substantially penalised. It was never intended, in my opinion that these sections 
should be enforced only where fraud, dishonesty or suspicion is proved. I am unable to 
hold that a mere nominal sentence would meet the ends of justice.” 

2. In a recent case, the Assistant Registrar of Companies, Tcllicherry Vs. Krishna Nambiar 
the Kerala High Court, in 1958, said : “It is in the interests of the general public and partic¬ 
ularly to safeguard the interests of shareholders of a company that specific provisions have 
been made in the Companies Act casting certain duties on tlie officers of company. It will 
not be correct to say that an offence of this nature is only a technical one. The Court must 
be guided by a sense of proportion in fixing the quantum of fine in any particular case. It 
must bear some reasonable proportion to the upper limits sanctioned by the statute. To 
disregard this and to award only nominal sentence would have the result of reducing the 
prosecution itself to a mockery and thus defeating the very objects of this penal provision”. 

3. In another case Re. Ms Manufacturers Ltd. and others the Madras Hipli Court lias 
held that the petty fines imposed by the trial Magistrates have a thoroughly dciuoralising 
effect and they defeated the very objects for which the prosecutions were launchetL In the 
words of the Court, “the accused have been found guilty for not calling the Annual General 
Body meeting and for not exhibiting the balance sheet. It is only to prevent practices 
that the punitive provisions have been enacted and they ought to be demonstrateci in due 
regard to the gravity of the offences.” 

4. As against the foregoing judgements which regarded the offences committed under 
the Companies Act as sufficiently serious to be visited by heavy penalties, a lenient view of 
such offences have been taken by the other trial courts in the country. For example in the 
cases of Shree Agriculture and Dairy Farm Ltd., Brahamputra Tea India Ltd., Shri Laxmi 
Iron and Steel Works Private Ltd. and Hirjec Mills Ltd. the trial Courts dealt with the de¬ 
faulting companies and officers comparatively lightly. 

326 —CLA. 
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133. Some interesting cases where the fines imposed were very 
light have been quoted elsewhere in this Chapter. Apart from fines 
another matter which in the past has affected the proper handling 
of prosecutions is the sharing or allocation of costs of litigation 
between the Union Government and the State Governments. This 
question was discussed at the Conference of Law Ministers of the 
Central and State Governments in September, 1957 and the deci¬ 
sions reached at that conference are yet to be implemented. The 
solution of this problem would improve the position of handling 
of company prosecution cases- Though, a great majority of the 
prosecutions would in future be handled by the Prosecution and 
Investigation Division of this Department when it is properly set 
up, some cases might still, have to be remitted to the State prose¬ 
cution agencies. Some steps have already been taken for setting 
up the above mentioned Division in the Department. Firstly, the 
powers of Public Prosecutors in the States of Bombay, Punjab, 
Uttar Pradesh, Madras and West Bengal and the Union Territory 
of Delhi have been conferred on the Solicitors attached to the 
Regional Directors and the Solicitor at the Headquarters of the 
Department with the consent of the Governments of the aforesaid 
States. The consent of the other State Governments is expected 
in due course. Secondly, the Department has recruited four addi¬ 
tional Company Prosecutors through the U.P.S.C. for this new 
Division. The new Division will be gradually strengthened in the 
light of the experience gained during the coming years. 

134- Another important point to be noted is that, on account of 
an unfortuna>te lacuna in the provisions of the Act, the orders of 
the trial courts with regard to the filing of documents remained 
largely ineffective. Nominal fines imposed by the courts have not 
been deterrent enough to compel the officers of the companies in 
default to submit the returns and in many cases the persons prose¬ 
cuted and fined by the courts have been able to take the line that 
since they had been already punished for their defaults, there was 
no obligation on them to file the necessary accounts or documents 
with the Registrar. The criminal courts trying these offences have 
not directed the filing of these documents for want of statutory 
authority empowering them to do so and the process of going to 
civil courts for this purpose as stated in the earlier Reports has 
meant not only extra expenditure and trouble, but also delayed the 
submission of the annual returns. 

135. Some interesting and Typical cases decided by the Courts 
of Law. 

A Case was noticed where the liquidator of a company who had 
not submitted his accounts for the last 14 years and who had also 
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been previously convicted for his failure to file the statements of 
accounts, was fined only an anna per day, although the Statute pro¬ 
vides a maximum fine of Rs. 500 per day. The antecedents of the 
liquidator in this case were pretty bad and the Central Govern¬ 
ment, through the State Government, had requested the High Court 
for sufficiently heavy fines. 

In another similar case brought against the liquidator of a com¬ 
pany, the Court imposed a fine of 3 nP. only per day of default for 
the liquidator’s failure to submit the statement of account. 

In another case a fine of Re. 1 was imposed on a company for not 
filing, for two years, the necessary special resolution for appointing 
the relative of a director to an office of profit carrying monthly re¬ 
muneration of Rs. 1,200 and for granting unsecured loans of about 
Rs. 2 lakhs to another company in the same management, although 
the Statute provides for a fine of Rs. 20 for each day during which 
the default continues. In a second case of a similar nature, a con¬ 
solidated fine of Rs. 10 only was imposed for the omission to file a 
special resolution for three years for the appointment of a relative 
of a director to an office of profit on a remuneration of Rs. 500/- 
per mensem, and for empowering the company to give imsecured 
loans to the extent of Rs. 8 lakhs to another company within the 
same management group. 

In another ca^e, the directors of a company were convicted for not 
filing the outstanding returns, and even after conviction they did 
not make up the default- The Registrar of Companies filed an 
application under section 240A of the Indian Companies Act, 1913, 
before the Di.strict Court, whereupon the District Judge directed the 
directors concerned to file the documents. Even these orders were 
ignored by the directors and the Registrar has now been instructed to 
initiate proceedings for contempt of court. The result of this move 
is awaited. 

136. As compared with the lenient view of breaches of the pro¬ 
visions of the Act taken in the above cases a more serious view of 
the offences imder the Indian Penal Code committed by the officers 
of companies has been taken by the courts. In one interesting 
case, it was observed that a company had been floated with the 
object of acquiring and taking over another long established com¬ 
pany (which was carrying on the business of import and export 
of coffee, cocoa and other allied products) and to carry on the said 
business. After the formation of this company, the directors adver¬ 
tised for a number of provincial and district organisers, depot 
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managers, salesmen stockists etc. on very attractive terms. The 
main condition, however, for appointment to these posts was that the 
selected persons would have to make cash deposits ranging from 
Rs. 100 to Rs. 1,000. Many people responded to this advertisement 
and made cash deposits to the company. The directors of the com-' 
pany instead of depositing these amounts in a separate account as 
required under Section 282B of the Indian Companies Act, 1913 
misa'lppropriated the money and subsequently neither paid any re¬ 
muneration to the selected personnel nor returned the deposit 
money to the persons concerned. After investigations, a consoli¬ 
dated prosecution was launched for the breach of the provisions of 
the Indian Companies Act, 1913 and of the Indian Penal Code. For 
offences under the latter Act, the ‘Sessions Court has sentenced 
one accused to rigorous imprisonment for three years and to a fine of 
Rs. 50,000 and in default, to a further rigorous imprisonment for 18 
months, and another director to an imprisonment for 1 year and to 
a line of Rs. 5,000 and in default thereof, to a further rigorous im¬ 
prisonment for 6 months. 

In another interesting case, a newly floated public company con¬ 
verted itself shortly after the formation into a private company 
and secured sanction from the Controller of Capital Issues to the 
issue of capital to the extent of Rs. 20 lakhs- The main object of 
the company was the purchase and sale of petroleum products and 
kerosene oil and related products. The company invited appli¬ 
cations for sales agents on the condition that th«> selected agents 
would have to take shares in the company and also to deposit casn, 
if appointed. Subsequently, the company was charged with cheat¬ 
ing and defrauding the public. The managing director was sen¬ 
tenced to rigorous imprisonment for 5 years and his wife to 4 years^ 
simple imprisonment, whereas the other directors were sentenced 
to 4 years’ rigorous imprisonment. 



CHAPTER X 


COMPANY UQUTOATIONS 

137. During, the year under review, company" liquidations 
became one of the major pre-occupations of the Department. It had 
to watch the progress of liquidation proceedings in respect of over 
3,000 companies in liquidation. In a great majority of these com¬ 
panies, liquidation proceedings had been started under the Indian 
Companies Act, 1913. At the beginning of the year under review, 
there were 3,093 companies in liquidation of which 2,397 were those 
in respect of which proceedings had been started and were being 
pursued under the provisions of the Indian Companies Act, 1913. The 
remaining 696 companies were put into liquidation under the pro¬ 
visions of the Act of 1956. At the end of the year the number of 
companies under liquidation stood at 3,219. The number cfi pending 
liquidation cases at the end of the year, under the old Act, and the 
new Acts were 2,082 and 1,137 respectively. The number of liquida¬ 
tion cases in progress under the old Act stood at around 3,000 when 
the Act of 1956 came into force. Thus, it would be seen that nearly 2|3 
of the liquidation cases under the old Act still remained undisposed 
of. In fact, the progress in respect of the liquidation cases started 
under the old Act has been slow. By far the most important reason 
for this delay has been the absence of effective control over volun¬ 
tary liquidators appointed under that Act. Similarly, Official 
Liquidators appointed to carry on the winding-up of companies 
ordered to be wound up by the Court were also out of bounds of 
the Central Government by reason of the provisions of 647 (ii) 
of the Companies Act, 1956. Apart from this fact, the legal com¬ 
plexities involved in settling the financial claims of companies 
against other parties and vice versa, which could not be easily 
resolved within a short period has been another important cause of 
delay. The paucity of liquid funds also handicapped the liquidators 
in taking appropriate steps in courts of law for the realisation of 
the assets of the company. 

138. Notwithstanding the aforesaid difficulties, specially in the 
case of liquidations started under the old Act, a common explana¬ 
tion for the delays in the winding-up of companies under the old 
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and hte present Acts is the complexity of winding-up proceedings. 
Section 463 of the Companies Act, 1956, has slightly improved the 
position in cases of compulsory liquidation, in so far as the Central 
Government, under the provisions of this section, has the power 
to exercise control over the Official Liquidators, although even in 
such cases Official Liquidators are required to obtain the orders of 
the court on every matter arising in the course of the liquidation 
proceedings. Under Section 463, the Central Government is em¬ 
powered (a) to take cognizance of the conduct of liquidators, (b) 
to inquire into the matter and take suitable action if a liquidator 
does not faithfully perform his duties and duly observe all the 
requirements imposed on him by this Act, the rules thereunder or 
otherwise with respect to the performance of his duties or if a 
complaint is made to the Central Government in regard thereto, 
(c) to require the liquidator to answer any enquiry in relation tO' 
any winding-up in which he is engaged and to apply to court to 
examine him or any person on oath concerning the winding-up, 
and (d) to cause a legal investigation to be made of the books and 
vouchers of the liquidator. As, according to the administrative 
decisions of the Department, Official Liquidators would be either 
whole-time or part-time officers of the Central Government and 
the Registrars would in future actively watch the liquidation pro¬ 
ceedings and maintain the records and returns in respect of the com¬ 
panies in liquidation upto date, it is expected that better results- 
would be achieved in future in cases handled by the Official Liquida¬ 
tors. But with regard to the other liquidators i.c., voluntary liquida¬ 
tors, no such detailed control and supervision can be exercised by 
Government under the provisions of the Companies Act, 1956 as they 
stand to-day. 

IViiiding-up of Companies under Section 439 of the Act 

139. During the year under report, the Central Government 
delegated the power to sanction the presentation by the Registrar 
of Companies of applications for the winding-up of companies- 
under Section 439(5) of the Companies Act, 1956, to the four Re¬ 
gional Directors having office at Bombay, Calcutta, Madras and 
Kanpur. The Regional Directors were to exercise these powers- 
in respect of the companies registered within their respective 
regions. The Registrars of Companies referred to the Central Gov¬ 
ernment or to the Regional Directors 98 cases seeking permission 
to present petitions to the^courts for the winding-up on the grounds 
specified in clauses (b), (c) and (e) of Section 433 of the Act. A 
majority of the cases referred to by the Registrars of Companies 
were in respect of companies which were unable to pay their debts. 
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Including the 4 references received from the Registrars of Com¬ 
panies which remained undisposed of at the end of the last year, 
102 cases were awaiting disposal at the Headquarters and Regional 
offices of the Department during the year. It was decided to serve 
“show cause” notices in pursuance of sub-section (6) of Section 439 
of the Act, on 72 companies and not to take any action in the re¬ 
maining 30 cases. Out of the 93 cases (including 21 cases pending 
from the last year) requiring further action on the “show cause” 
notices served earlier, the Registrars of Companies were authorised 
to present petitions in 12 cases and were instructed to keep a close 
watch on the financial position of the companies in the other 62 
cases in respect of which they had sought the permission of the 
Central Government to present applications for winding-up to the 
court. At the end of the year, 19 cases were pending with the Re¬ 
gional Directors for disposal. The statistical position of the cases 
referred to and disposed of under the provisions of Section 439 dur¬ 
ing the last three years is summarised below; 


Table 19 

Disposal of cases under Section 439 of the Act 


1956-57J 1957-58 [1958-59j 


A. Disposal of Primary references 


I. References made to the Headquarters of the 
Deptt. and Regional Offices by the 
Registrars of Companies, for 
grant of permission to move Courts under 
Section 439(5) of the Act for winding-up 


of companies. 

15 

66 

98 

No. of references requiring consideration 
during the year (new and pending cases 
brou^t forward from the previous year) 

16 

66 

102 

No, of cases where “show cause” notices 
were served under section 439(6) during 
the year . 

16 

45 

72 

No. of cases where cither no “show cause” 
notice was served or further action was 
dfoj:iped. 


17 

30 

No. of cases pending consideration at the 
end of the year. 


4 



able -contd* 
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1956-57 1957-58 1958-59 


B. Follow-up of “show cause" notice cases 


No. of cases on which further action was 
required on “show cause” notices (old 
and new). 

2 

45 

93 

No. of cases where Registrars were authori¬ 
sed to file application under Section 439(5) 

2 

3 

12 

No of cases where Registrars were asked to 
watch the financial position of the com¬ 
panies closely or where companies went 
into voluntary liquidation themselves 


21 

62 

Pending cases. 

.. 

21 

19 


Payment out of Companies Liquidation Account under Section 555 
of the Act 

140. From July, 1958, the powers to deal with applications for 
payment from the Companies Liquidation Account upto a maximum 
of Rs. 500|-, were delegated to the Regional Directors by an Order 
made in exercise of the powers conferred on the Government by 
Section 637(1) of the Companies Act, 1956. As in the previous years 
a large number of parties preferred to come to the Central Gov¬ 
ernment for satisfaction of their claims out of Companies Liquida¬ 
tion Accounts, possibly because they hoped to receive payment 
more quickly and easily in this way. During the year under review 
the Department at its Headquarters and at the Regional Offices 
received 798 applications for payment of claims out of Companies 
Liquidation Account under Section 555 (7) (b) of the Act. Includ¬ 
ing the 170 applications remaining undisposed of at the end of the 
last year, there were 968 applications for disposal during the year 
under report. Out of these, orders on 666 applications were passed 
for payment of a total sum of Rs. 2,69,156 and 110 applications were 
either rejected because the claimants failed to establish their title 
to the amounts claimed or the amounts had already been paid under 
the orders of the Court, or because the parties subsequently did not 
pursue the matter. At the end of the year, 192 applications were 
still under consideration at the Regional Offices of the Department 
either because of the non-receipt of the necessary indemnity bonds 
from the claimants or the non-receipt of certificates of entitlement 
from the Registrars and/or Liquidators. Further, as stated in the 
last Report, to avoid inconvenience and harassment to the parties 
putting in claims for paltry sums upto Rs. 60]-, the requirement 
as to the submission of an Indemnity Bond is not being insisted 
qgon by the sanctioning authorities. Moreover, as in the earlier 
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two years, all possible care is also being taken to see that double 
payment was not made to the parties, once by the Court and again 
by the Government. The usual time taken in disposing of an 
application received under this section was 2 months, which could 
be further cut down if the applicants furnished the indemnity 
bonds and other requirements prescribed by the Department promp¬ 
tly. 


141. The figures of applications received in the various courts and 
of the total amount ordered to be paid from the Companies Liqui¬ 
dation Account by the Courts are not available for comparing the 
relative merits of the two alternative modes of approach available 
to the parties to secure satisfaction of their claims against the com¬ 
pany in liquidation. Table 20 gives the number of applications 
received from parties in the Department for payment of claims 
from the Companies Liquidation Accounts during the la.st three 
years. The progressive increase in the number of applications 
made and in the amounts ordered to be paid by the Department 
brings out the rapidly increasing popularity of the new facility for 
payment of claims from the Companies Liquidation Account provid¬ 
ed for in the present Act. 


Table—20 

Payments ordered from the Companies Liquidation Account by the Central 
Government under Section 555(7)(6) of the Act 



1956-57 

1957-58 

1958-59 

1. No. of applications received for payment from Com¬ 
panies Liquidation Account .... 

114 

380 

798 

2. Total applications requiring consideration during 
the year (including pending cases of the previous 
year) . .5 . 

114 

465 

968 

3. (a) No. of applications on which payments were or¬ 
dered during the year. 

11 

265 

666 

( 6 ) Amount ordered for payment on the above appli¬ 
cations . 

Rs. 242 Rs. 99,204 Rs. 2,69,156 

4. No. of applications rejected or not pursued by parties . 

18 

30 

110 

5. Cases pending at the end of the year 

85 

170 

192 


Defaults by Liquidators 

142. Under Section 551 of the Companies Act, 1956, an obligation 
has been cast on the liquidator of a company in voluntary liquida¬ 
tion to file with the Registrar of Companies a statement in the pres¬ 
cribed foijn, containing the prescribed particulars with respect to 
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the proceedings in and the position of the liquidation within one 
month of the expiry of the year, and thereafter, until the winding- 
up is completed, at intervals of not more than one year or at such, 
shorter intervals as may be prescribed in this connection, fn the 
case of a winding-up by or subject to the supervision of the Court,, 
the above statement has to be furnished to the Court concerned. 

Sub-section (5) of Section 551 prescribes a daily fine which may 
extend to Rs. 500 every day for failure to comply with the require¬ 
ments of sub-section (1) of this section by the liquidator. During 
the year under review, the Central Government directed Registrars 
to institute prosecutions against the liquidators of 52 companies in 
liquidation for failure to file the required statements. Together 
with the prosecutions pending against the liquidators of 14 com¬ 
panies at the end of the previous year, the Department conducted 
prosecutions against the liquidators of 66 companies during the 
year. Out of these, prosecutions against the liquidators of 28 com¬ 
panies ended in their conviction, while prosecution action against 
2 liquidators was dropped later on, as the liquidators had in the 
meanwhile made good the defaults. At the end of the year, pro¬ 
ceedings against the liquidators of 36 companies were in progress 
in various courts of law. Since the new Act came into force, 43 
cases were disposed of by the courts out of which prosecution 
against 32 liquidators ended in the conviction of the liquidators. 

143. The foregoing figures of prosecutions launched against 
defaulting liquidators and decided by the courts disclose that the 
courts have not condoned the defaults committed by the liquida¬ 
tors in filing the statutory returns and have punished them for 
negligence in this regard. But a study of the cases where fines have 
been imposed on the liquidators reveals that these have been 
light, considering the offences committed and the amount of 
maximum fine that could be imposed under the provisions of the 
Act viz., Rs. 500 for every day during which the default continues. 
Some of the typical cases have been already mentioned in the 
Chapter on Company Prosecutions. 

Problem of Funds 

144. It has been found from practical experience that most of 
the companies which go into liquidation do not have sufficient 
liquid cash to enable the Official Liquidator to take steps to recover 
the assets of' the company. The creditors do not generally come 
forward to put the Official Liquidator in funds to enable him to 
take steps to recover the assets of the company. In most cases, the 
Official Liquidator has to have recourse to litigation to recover the 
assets of the company. But the money required for the payment of 



court fees and other legal charges for the suits not being available, 
he fails to take effective steps in good time to complete the winding 
up proceedings. How severe this handicap has been would be clear 
from the fact that out of the 96 companies in liquidation under his 
charge, the Official Liquidator attached to the Calcutta High Court 
has succeeded in completing liquidation proceedings in only one 
case and in the other cases in which some companies have been in 
liquidation for more than 10 years, he could not complete the 
winding-up proceedings on account of the non-availability of funds 
necessary for the purpose. Besides the expenditure involved in the 
recovery of assets the Official Liquidator also requires funds at the 
initial stages. Soon after his appointment as a liquidator, the Offi¬ 
cial Liquidator has to file applications before the court seeking the 
direction of the court (a) regarding his powers, (b) the steps to be 
taken against the directors who have omitted to file statements 
under Section 454 of the Act, (c) for necessary directions when he 
fails to get possession of the property and the assets of the company 
from the third parties having possession of them, and (d) regarding 
the statements relating to the list of creditors and contributories. 
Besides, he has also to appear in a large number of suits when the 
creditors file application for permission to continue the suits which 
had been instituted by them against the companies. All these steps 
at the initial stage require funds for meeting expenditure on court 
fee stamps, fees for lawyers, counsels etc. To solve this problem, the 
Central Government is actively considering a proposal to advance 
funds at the disposal of the Official Liquidator. An experimental 
start has been made at Calcutta, where the Official Liquidator has 
to handle an unusually large number of cases. The funds advanc¬ 
ed to the liquidators would be recoverable from the proceeds of 
realisation of the assets of the company. The acuteness of the pro¬ 
blem of funds would be seen from the facts mentioned below. 

145. In a liquidation case, 8 suits were pending in the courts for 
claims or reliefs totalling Rs. 17,30,000 but they could not be pur¬ 
sued for lack of funds. The total amount required in this case 
for the purpose was approximately Rs. 10,000. In another case, 5 
suits in respect of claims or reliefs totalling Rs. 1,03,000 could not be 
pursued for the same reason. The expenditure involved in this case 
was about Rs. 3,500. In a third case, it was noticed that 18 suits 
had been launched by the Official Liquidators in respect of claims 
or reliefs totalling Rs. 13,82,000 but they could not be proceeded with 
further for lack of funds with the Official Liquidators who required 
about Rs. 72,000. 

146. In some of the cases where the company in liquidation was the 
plaintiff, the Official Liquidator was refused permission by the 
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Court to abandon a few minor cases and some other rent suits. 
In such cases, the Official Liquidator was placed in a quand¬ 
ary as, while he had no funds to pursue the cases, he could not 
withdraw them either. There have also been instances where the 
courts awarded decrees to the companies in liquidation, but want 
of funds prevented the taking of steps to realise the decretal amounts. 
It may be mentioned here that, during the year under review, the 
Department had taken a number of administrative steps, in regard 
to the better handling of liquidation matters. Firstly, it has very 
nearly finalised the arrangements for placing funds at the disposal 
of the Official Liquidators to enable them to pursue liquidation 
proceedings vigorously. Secondly, it has taken steps to replace the 
defaulting voluntary liquidators by Official Liquidators, as the 
former were generally found to be slow and careless in handling 
liquidation proceedings. In this regard, the Department has been 
particularly successful in the State of Punjab where 7 voluntary 
liquidators were removed, out of an all-India total of 14 cases of 
removal. During the year, it came to the notice of the Department 
that there were certain groups of persons whose modus operandi 
was to float a number of mushroom companies, to derive manage¬ 
rial remuneration to the maximum extent possible, realise credits 
and utilise the assets of the companies to their personal advantage 
and then finally to take the companies into liquidation, and with 
the connivance of the liquidator, to drag on the liquidation pro¬ 
ceedings for years. Some of these companies had already been 
taken into voluntary liquidation. In a few cases, the question as to 
whether the Registrars have locus standi to file such applications 
for removal of liquidators was raised and the matter was sub- 
judice. In this connection, it may also be mentioned that even if 
the Department succeeded in getting the Official Liquidators appoint¬ 
ed in place of the liquidators appointed by courts, the Central 
Government would have no control over such liquidators in view 
of the provisions of Section 647 (ii) of the Act. Thirdly, the Depart¬ 
ment has taken steps to appoint full time Official liquidators to be 
attached to the Bombay and Calcutta High Courts. The question 
of appointing full-time liquidators to be attached to other High 
Courts is now under active consideration. 

147. During the year 1958-59, the Official Liquidators attache^To 
various High Courts had filed misfeasance applications in 3 cases in 
addition to 15 cases filed during the previous year involving 43 
directors [managing agents etc. Out of the said 18 cases, orders had 
been passed in 6 cases and the remaining were pending at the close 
of the year. As a result of the misfeasance proceedings, a sum of 
Rs. 10,01,107-09 nP was ordered to be recovered from the directors 
of these companies. A total sum of Rs. 6,288*20 nP. has, however, 
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been recovered so far by the Official Liquidators from the directors/ 
managing agents as a result of such misfeasance applications. Pub¬ 
lic examination was also ordered in 3 cases in addition to 6 cases 
pending from the previous year involving 24 officers of the compan¬ 
ies. Out of the said 9 cases, orders had been passed in 7 cases and 
the remaining 2 cases were pending at the close of the year. 

Framing of Rules for Winding-up 

148. During the year under review, the Supreme Court, in con¬ 
sultation with the High Courts and this Department, finalised the 
rules for winding-up of companies. These rules have been framed 
by the Supreme Court in exercise of the powers conferred on it by 
section 643 of the Companies Act, 1956. 



CHAPTER XI 


MANAGEMENT OF GOVERNMENT COMPANIES 

149. Government companies as a separate categoiy of joint stock 
companies, within the meaning of the Indian Company Law came 
into being on the enforcement of the present Companies Act on the 
1st April, 1956. Prior to this date, there were a few companies, 
mostly promoted by the Governments of some of the old princely 
States e.jf., the erstwhile States of Hyderabad, Mysore, Travancore- 
Cochin, in which the share of the State Governments concerned in 
the subscribed capital of the Companies were 50% and the controlling 
interest in them, therefore, was vested in these State Governments. 
With the shift in economic policy after Independence, accompanied 
by the progressive expansion of the activities of the State on the 
broad lines of the industrial policy resolutions of 1948 and 1956 and in 
conformity with the pattern of investment outlined in the First and 
Second Five Year Plans, the number of such companies in which 
Government had a substantial financial stake, continued to increase. 
By the time the present Companies Act came into force on 1st April, 
1956, the number of Companies in which the Government had 51% 
share in the capital had increased to 50. Recognising the vital role 
that the Government companies were to play in the country’s 
economy in the future years, the framers oifi the Companies Act pro¬ 
vided for a set of separate sections in the Act for the proper regula¬ 
tion and audit of their activities, vide Sections 617 to 620 and 639. 
Apart from certain special obligations cast on Government com¬ 
panies under these sections, all the provisions of the Act are 
generally applicable to a Government company just in the way they 
do to other companies. 

# 

General Advice to Government Companies 

150. On the coming into force of the present Act, the Department 
•drew the attention of Government companies to the fact that 

a Government company had been specifically exempted by the 
Central Government from the application of any particular provi¬ 
sion of the Act or unless any of the provisions had been specifically 
excepted, modified or adapted in its application to a Government 
company, by a formal notification issued under Section 620 of the 


88 



89 


Act, all the provisions of the Act would apply equally to the Govern- 
anent companies as to other companies in the private sector. It had 
«lso been pointed out to them that in view of the provisions of Sec¬ 
tion 9 of the Act, the memoranda and articles of the companies and 
any agreements executed by them should be reviewed and brought 
into line with the new Act. Their attention, was drawn in particular 
to Sections 314 and 619 of the Act relating to the employment of direc¬ 
tors and their relatives etc. in offices of profit in the company and 
the appointment of auditors. Since the requirements of the Act 
relating to the preparation and circulation of accounts of the com¬ 
panies apply also to Government companies, all Government com¬ 
panies were enjoined to take timely steps for the appointment of 
their auditors, in order that they might be able to complete the 
audit of their accounts within the period prescribed. Detailed 
instructions as to the procedure to be followed with regard to the 
placing of the annual report on the working and affairs of each Gov¬ 
ernment company before both the Houses of Parliament and in the 
State Legislature, where a State Government was concerned, were 
also issued to all concerned. This annual report is intended to be a 
separate report from that of the Directors’ report and must be 
accompanied by the company’s Balance Sheet, Profit and Loss 
Account, Director’s report. Auditor’s report and the Supplementary 
or test audit report, if any, of the Comptroller and Auditor General 
of India. 

The Role of the Department of Company Law Administration 
vis-a-vis Government Companies 

151. Though the Department of Company Law Administration is 
not directly concerned with the management of Government com¬ 
panies, it has, ever since the coming into force of the Companies Act, 
been advising the Union Ministries and Departments and the State 
Governments administratively responsible for the general working 
of the Government companies. The role of the Department of 
Company Law Administration in the formation and running of Gov¬ 
ernment companies is thus primarily of an advisory nature in regard 
to problems of their management, finance and investment and also 
in respect of the maintenance and submission of their accounts, and 
the purposive use of such accounts and other company statistics for 
the better working of these companies. All these problems of Gov¬ 
ernment companies present issues which are in their essence as well 
as technically very different from the comparable issues in Govern¬ 
ment departments and offices. The expertise available in the tradi¬ 
tional departments of Government for dealing with these specialized 
problems of Government companies, being necessarily limited, in the 
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first two years of the working of the Act, the Department concentrat¬ 
ed on giving technical advice and assistance to Government com¬ 
panies to remove doubts and difficulties regarding the provisions of 
the Act and to secure timely and proper compliance with the require¬ 
ment of the new Companies Act. Since then, emphasis has shifted 
to the management and financial aspects of Government companies. 
In particular the attention of. Government companies has been drawn 
to the importance of building up an adequate structure of internal 
management, to be manned by carefully selected personnel. While 
the value of technologists and technicians in carrying on the business 
of corporate undertakings appears to be generally recognised, by and 
large, there is still somewhat tardy appreciation of the role of and 
the need for specialist personnel in management and accounting 
matters like Chief Accountants, Financial Controllers as distinct from 
Financial Advisers, Costing Experts, and Company Secretaries. In 
several communications during the year under report, the Depart¬ 
ment has endeavoured to bring home to the top managements of 
Government companies the urgent necessity of building up such 
cadres in Government companies. The Department has also urged 
the adoption of modern commercial and industrial accounting methods 
which would, besides improving the form and contents of the accounts 
of the companies, aLso help their management in budgetary planning, 
in scientific control of expenditure and in evaluating the efficiency 
of the companies. Further progress in these directions will depend 
on the nature and degree of response of the top managements of Gov¬ 
ernment companies to these proddings on the part of this Depart¬ 
ment. Evidence of a new awareness of these problems is slowly and 
steadily emerging, but much yet remains to be done. 

Modifications of the Provisions of the Act 

152. As reported in the first Statutory Report, after consultation 
with the Union Ministries and the State Governments concerned and 
with the managements of Government companies, Sections 17, 18, 19, 
166. 186 and 621 of the Act were suitably modified in their applica¬ 
tion to Government companies. A notification containing these 
modifications was issued in January, 1957 after having been laid in 
draft form before both the Houses of Parliament for a period of 
30 days. The implications of these modifications have already been 
discussed in the first Statutory Report. 

153. During the year under review another important modifica¬ 
tion was made with regard to the nomenclature of Government 
companies. A Government company registered as a private com¬ 
pany is required under the Act, like other companies, to use the 
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word ‘Private’ as a part of their names. As this practice of describ¬ 
ing the Government companies as ‘Private’ companies was considered 
misleading and anomalous, a notification (No. G.S.R. No, 1234, dated 
30th December, 1958) was issued under Section 620 of the Act, 
exempting Government companies from the: requirement of sub¬ 
section (1) of Section 13 which prescribes that every company regis¬ 
tered as a Private Company should add the words ’Private Limited’ 
to its name. With this modification, the anomaly mentioned above 
would be removed. In pursuance of this noiiiicaiion, existing 
Government companies have been instructed to take appropriate 
action under Section 21 of the Act for dropping the- word “Private” 
from their names, and obtaining the required approval of the Central 
Government to the consequential changes in their names. Many 
Government companies previously registered as private limited 
companies have accordingly completed the formalities necessary for 
dispensing with the words “Private Ltd.” after their names. 

Appointment of Auditors 

154. Section 619 of the Act provides that auditors of Government 
companies should be appointed or re-appointed by the Central Gov¬ 
ernment on the advice of the Comptroller and Auditor General of 
India. The report of the Auditors so appointed is required to be 
submitted to the Comptroller and Auditor General of India, who 
has the right to comment upon or supplement the audit report in 
such manner as he may think fit. A Government company is requir¬ 
ed to place the comments of the Comptroller and Auditor General 
or his supplementary observations on the statutory audit report 
before the annual general meeting, at the same time and in the same 
manner as the audit report itself. With a view to ensuring that 
these and other statutory requirements are duly complied with, the 
Department has advised all Government companies to follow a 
recommended time schedule. According to this schedule, the closing 
of the accounts and the preparation of the audit report should be 
completed within 4 months of the end of the financial year. This 
would enable the Comptroller and Auditor General to give his com¬ 
ments on or to supplement the statutory audit report well in time, 
to enable a Government company to hold its annual general meet¬ 
ing within the statutory limit of 9 months. Adherence to this time 
schedule would also enable the administrative Union Ministries and( 
or the State Governments concerned to lay the annual report on the 
working and affairs of Government companies before Parliament and 
the State legislatures, as required under section 639 of the Act, 
within a reasonable time after the expiry of the financial year. 

326 CLA 



155. While the majority of Government companies are now more 
regular than they were before in sending their applications for the 
appointment of statutory auditors to this Department, several of them 
are still imable to adhere to the recommended time schedule. This 
results in the following consequences:— 

(a) The delay in the preparation and the closing of accounts 

causes a corresponding delay in the completion of the 
statutory auditors’ report and the transmission of this 
report to the Comptroller and Auditor General; 

(b) The Comptroller and Auditor General is left with very 

little time to make his comments or to supplement the 
statutory audit and to transmit his observations to the 
company in time to enable the latter to hold the annual 
general meeting within the 9 months’ limit; 

(c) The holding of the annual general meeting is delayed 

beyond 9 months and the company has to ask for exten¬ 
sion of time sometimes to the maximum limit of 6 
months; 

(d) The delay in holding the annual general meeting also 

results in corresponding delay in placing the annual 
report on the working of Government companies beftore 
Parliament and State legislatures. 

The only way in which these delays can be avoided is to stream¬ 
line the internal machinery and working of the companies. As al¬ 
ready stated, the Department of Company Law Administration has 
invited the attention of the management of Government companies 
to the need for urgent steps in this direction. 

Nature of Audit Reports 

156. A study of the reports of the statutory auditors of Govern¬ 
ment companies brings out the fact that a small number of Govern¬ 
ment companies is still without an efficient accoimting organisation 
and has yet to adopt soimd and well-established methods of 
commercial accounting. Apart from the auditors’ reports, the find¬ 
ings of other expert bodies or committees have also pointed out 
the general lack of cost consciousness in Government company orga¬ 
nisations, inadequate budgetary planning and ineffective control of 
budgets. It is hardly necessary to mention that these defects are by 
no means peculiar to Government companies and are noticed also in 
many companies in the private sector. Nevertheless, as already 
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gtated, the Department has emphasised on Government undertak¬ 
ings the need for building up efficient cost accounting units and for 
utilizing the data yielded by cost accountants to ensure maximum 
possible efficiency. 

157. The Department has also suggested to the Govexiunmit com¬ 
panies the desirability of preparing separate manufacturing accounts. 
Though the provisions of the Companies Act and of Schedule VI to 
the Act do not specifically require such an account to be prepared, 
from the accounting point of view, the items required to be stated 
in the profit and loss account, according to Part II of Schedule VI 
to the Act may be technically classified into manufacturing account, 
trading account, profit and loss account and profit and loss appropria^ 
tion account on the residual balance basis. Such a split-up of the 
omnibus profit and loss account prepared in conformity with the 
provisions of Section 211 (2) of the Act would be in conformity with 
the best accounting practice in the country or abroad and would also 
satisfy the Comptroller and Auditor General. Incidentally it may 
be pointed out that under sub-section (3) of Section 619 of the Act, 
it is open to the Comptroller and Auditor General, if he so desires, 
to give a directive for the adoption of this suggestion by the Govern¬ 
ment companies. 

Factual Position of Government companies 

158. The total number of Government compafiies at work as on 
list March, 1959 was 98 of which 36 were registered as public limited 
companies, and 62 as private limited companies*. Besides, there 
were 5 other companies, formed as the subsidiaries of other Govern¬ 
ment companies. The total authorised and paid-up capital of all the 
Government companies at work amoimted to Rs. 705 crores and 
Rs. 424 crores respectively. These figures include the large capital 
of the Hindusthan Steel Ltd., which accounts for Rs. 300 crores. 

Of the 98 companies reported to be at work at the end of the year 
under review, 16 were registered during the year under review as 
against 18 newly registered in 1957-58 and 9 in 1956-57, excluding 
one company which had gone into liquidation soon after registration 
and 4 subsidiaries of Government companies in 1956-57. Thus, dur¬ 
ing the last three years, 47 new Government companies were formed, 
of which one company was liquidated in the year of its incorporation, 
ic. 1956-57. The total authorised capital of the 46 new companies at 
the end of 1958-59 was about Rs. 217 crores. Among the newly form¬ 
ed Government companies during the last three years, the names of 

*Litt of Government companies is given in the Statistical Appendix. 
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National Coal Development Corporation Ltd., Heavy Engineering Cor¬ 
poration Ltd., Indian Refineries Ltd., Heavy Electricals Ltd., Neyveli 
Lignite Corporation Ltd., National Mineral Development Corpora¬ 
tion Ltd., Western Shipping Corporation Ltd., State Trading Corpo¬ 
ration of India Ltd., and Export Risks Insurance Corporation Ltd., 
stand out prominently. All these Government companies were form¬ 
ed with an authorised capital of Rs. 5 crores and more. Besides these 
9 companies, there are 6 other companies which were floated during 
the last three years with an authorised capital of Rs. one crore and 
more. The total authorised and paid-up capital of the 15 companies 
which were set up with an authorised capital of Rs. one crore and 
more each, amounted to Rs. 215 crores and Rs. 35 crores respectively. 


159. The largest number of Government companies at work were 
registered in the State of Orissa. Their number comes to 28. All 
these companies were relatively small in size. Except 3 companies 
whose authorised capital came to more than Rs. 5 lakhs, the autho¬ 
rised capital of the other 25 companies ranged between Rs. 20,000 
and Rs. 5 lakhs. The States of Bombay and Delhi had 15 and 16 Gov 
ernment companies respectively. Among the companies registered in 
Bombay, the bigger ones were the Eastern Shipping Corporation 
Ltd., Export Risks Insurance Coiporation Ltd., The Hindusthan Anti¬ 
biotics Ltd., Indian Rare Earths Ltd., and Western Shipping Corpora¬ 
tion Ltd., each of which had an authorised capital of Rs. one crore 
and more. The list of Government companies registered in the State 
of Delhi included the Hindusthan Steel Ltd., which had an authoris¬ 
ed capital of Rs. 300 crores and came on transfc r from West, Bengal 
in 1957. Of the 16 companies registered in Delhi, 12 had an autho¬ 
rised capital of Rs. one crore and over. The Slates of Kerala and 
Mysore had 10 Government companies each, while the States of 
Uttar Pradesh and Andhra Pradesh had 4 each. There were 3 com¬ 
panies in each of the States of West Bengal, Madras, Punjab and 
Bihar and 2, 1, 1 in the States of Rajasthan, Madhya Pradesh and 
Jammu and Kashmir respectively. 


160. Of the 98 Government companies, 27 were exclusively owned 
and run by the Ministries or Departments of the Union Government 
while 7 were jointly owned and managed by Central and State Gov¬ 
ernments. The number of Government companies in which non- 
Government parties participated were 6, while 58 companies were 
exclusively owned and run by the State Governments. The autho¬ 
rised and paid-up capital of the 27 Central Government companies 
added up to Rs. 639 crores and Rs. 387 crores respectively, while that 
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«l the State-owned companies amounted to Rs. 21 crores and Rs. 12 
erores respectively. The authorised and paid-up capital of the joint 
Tentures of Central and State Governments added upto Rs. 23 crores 
and Rs. 14 crores respectively, while that of the Government com¬ 
panies in which there was some private participation totalled Rs. 17 
erores and Rs. 12 crores respectively. Statistical Tables given below, 
indicate the share of Government companies in the overall corporate 
sector of the country. 

Tarle—2! 

PogitioQ of Government and non-Govemmeiit Companies at work during 1956 59 

(Paid up Capital in Crores of Rupees) 

Government Non-Govcrnmcnt 
Total Companies Companies 


Year ending 



No. 

Paid-up 

Capital 

Rs. 

No. 

Paid-up 

Capital 

Rs. 

No. 

Paid-up 

Capital 

Rs. 

31-3-1956 . 

. 29,874 

10,24 02 

61 

66*0 

29,813 

9,58*2 

31-3-1957 . 

. 29,357 

10,77*6 

74 

72*6 

29,283 

10,05*0 

31-3-1958* . 

. 28,283 

13,00*1 

91 

2,56*8 

28,192 

10,43*3 

31.3-1959* . 

. 27,479 

15.09*8 

103 

4,24*2 

27,376 

10,85*6 


•Provisional. 

Tablb— 22 

Spllt-up of Government and non-Govemment Companies as between 
public and private Companies 

(Paid-up Capita] In Crores of Rupees) 


Year ending 


PUBLIC COMPANIES PRIVATE COMPANIES 

Government Non-Oovemment Government Non-Govemment 



No. 

Paid-up 

Capital 

Rs. 

No. 

Paid-up 

Capita 

Rs. 

No. 

Paid-up 

Capital 

Rs. 

No. 

Paid-up 

Capital 

Rs. 

31-5-1958* . 

40 

180 

8,226 

7,36*2 

51 

238*8 

19,966 

3,07*1 

31-3-1959* . 

37 

191 

7.723 

7,65*0 

66 

405*1 

19,653 

3,20*6 


•Provisional 
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TABta—23 

New Govenunent Companies formed during 1956-57 to 1958-59 

(Authorised capital in Crores of Rupees> 


1956-57 1957-58 1958-59 



No. 

Autho¬ 

rised 

Capital 

Rs« 

No. 

Autho¬ 

rised 

Capital 

Rs. 

No. 

Autho¬ 

rised 

Capital 

Rs. 

1 

2 

3 

4 

5 

6 

7 

0overnment CompanieB — 

Public . 

1 

100 

1 

0-10 

• • 


PriTate . 

11 

1,23-90 

17 

8-30 

16 

98-31 

Total 

12 

1,24-90 

18 

8-40 

16 

98-31 

All Companies — 

Public 

84 

54-13 

65 

52-74 

58 

58-67 

Private . 

764 

1.56-52 

896 

49-97 

1,037 

2.25-69^ 

Total . 

848 

2,10-65 

961 

1,02*71 

1,095 

2,84*36 



CHAPTER XII 


COMPANY ACCOUNTS AND AUDIT 

161. Competent opinion has held that **the provisions of the 
Indian Companies Act relating to accounts and audit have been 
always in advance of the corresponding provisions in the Companies 
Acts of other countries and particularly, of the provisions under the 
English Companies Act.”* A study of company legislation in our 
country shows that as the scope of corporate activity has widened 
with the passage of time the provisions of the Companies Act, re¬ 
lating to company accounts and audit have also progressively re¬ 
quired more and more disclosure of the essential facts relating to 
the working of joint stock enterprises. 

162. In the Companies Act, 1956, the form and details of balance 
sheet and profit and loss account have been considerably revised, so 
as to give a ‘true and fair’ view of the state of affairs of a company. 
Under the present Act, while it is obligatory for public companies 
to file true copies of the audited profit and loss account and balance 
sheet with the Registrars of Companies, private companies are re¬ 
quired to file only their annual balance sheet—a new requirement 
imposed on private companies for the first time in 1956. The pro¬ 
visions of Section 211 and the requirements of Schedule VI to the 
Companies Act, 1958, have led to far greater measure of disclosure 
in the balance sheet and profit and loss account than done hitherto 
before. The following details which were not previously required to 
be shown in the profit and loss account and the' balance sheet are 
now required to be disclosed under the Act of 1956, 

The profit and loss account must now show inter alia, 

(a) the comparative figures of the previous financial year; 

(b) turnover, purchases, opening and closing stock, work-in- 
progress, 

(c) the break-up of the different items of cost, i.e. consump¬ 
tion of stores and spare parts, power and fuel, rent, re¬ 
pairs, depreciation, salaries, wages and bonus, contribution 
to provident fund, welfare expenses, insurance, rates and 
taxes, Interest paid, selling agents’ commission, brokerage, 
discount on sale, etc., 

•yte Report of the Company Law Committee, pp 113 (1952). 
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(d) details of the amount paid to the managerial person¬ 
nel of a coiiipany, i.e. managing agents, secretaries and 
treasurers, managing directors, directors, managers, etc., 
and 


(e) details oi incom*} from trade and other investments, in¬ 
terest received and dividends from subsidiary companies. 

In the balance sheet, which is to be drawn up in the form pre¬ 
scribed in Part I of Schedule VI to the Act, a company is now 
required inter aim, to disclo^/c— 

(a) the break-up of dilferent items of investments with 
separate classification of trade and other investments, 
quoted shares and unquoted shares (including market 
value cf quoted shares), along with a list of companies 
(subject to certain exemptions) in which investments 
have been made, 

(b) the details of borrowings of the company with particular 
reference to the securities given, 

(c) classification of loans and advances and disclosure of 
debts outstanding for more than 3 months, 

(d) details of debts, loans and advances due from companies 
under the same management and from firms and private 
companies in which any director is partner [director or 
member, 

(e) proper segregation of reserves and provisions, and 

(f) details of bonus shares issued. 

163. Under Section 220 of the Act, 3 copies of the balance sheet 
with or without the profit and loss account, depending upon a com¬ 
pany being public or private, are to be filed with the Registrars of 
Companies along with the copy of the annual return referred to 
under Section 159, together with a copy of the report of its Board of 
Directors and a copy of the report of its auditors, and the other 
details specified under Section 212, if the company were a holding 
company. 

New obligations for the auditors 


164. The requirements of the Act are that the auditors should 
specifically certify whether the published accounts give a ‘true and 
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fair • view of the company’s state of affairs and of the profit and 
loss for the financial year (as compared with the requirements of 
certification as ‘true and correct^ under the 1913 Act). Prliaa facie, 
this requirement nas imposed an obligation on the auditors 
to make observations in respect of matters wdiich were not 
previously commented upon in the auditors^ coriificato under 
the Indian Companies Act, 1913. An examination of the com¬ 
pany accounts duly audited by the auditors and filed by the com¬ 
panies discloses that there is as yet no adequate realisation of this 
obligation by a majority of the auditors. In a large number of 
cases, it has been observed that the auditors have given clean certi¬ 
ficate on the company accounts audited by them wdlhout looking 
into matters which were clearly relevant to a “true and fair” view 
of the affairs of the companies concerned. Tn this connection, some 
of the auditors have contended legalistically and on the basis of an 
unduly narrow interpretation of the letters of Section 227 of the 
Act, that the certificate is required to be based only on the results 
of the scrutiny of the books of account maintained by a company 
under the provisions of the Section 209 of the Act, and tliat the 
auditors are not required to report to the shareholders of the com¬ 
pany, the infringements of the provisions of the Companies Act or 
those of the other important laws, much less to draw their attention 
to indequate provision of depreciation, to under or over-valuation 
of current assets like stock-in-trade, to improper allocation of re¬ 
serves, to improper classification of debts and loans etc., although 
these defects may come to their notice in course of their carrying out 
the audit of the companies concerned. Such omissions are not, how¬ 
ever, in accordance with the best traditions of audit practice and in 
the view of the Department of Company Law Administration, it 
would not be a proper discharge of their responsibilities if auditors 
were not to disclose the above irregularities in their reports. For, 
it would be difficult to hold that an audit report which ignores such 
important matters as must necessarily have a close bearing on the 
fortunes of a company, could give a ‘true and fair’ view of its affairs 
On the contrary, the clear certificates issued by auditors in such 
cases would tend to mislead the shareholders as well as the general 
public who might have to deal with the companies concerned. This 

•In this context it is interesting to recall the following comments by Mr. W.G. Campbell 
on the implications of ‘true and fair’ description of the company accounts under the provi¬ 
sions of the English Companies Act, 1948. He said “The change from ‘correct’ to ‘fair’ 
Is a very suggestive one. The former wording allowed a considerable range of presentation 
from the ^multum-in-parvo* balance sheet of the early tradition with practically no detail of 
any kind to the form which, laterly, in advance of legislation, was fully detailed. All these 
forms can be described as correct but many fell far short of giving a fair view of the affairs 
of the company. The question is sometimes raised, to whom the presentation is to be fair 
and the answer seems implicit in the Act that the scales ought to be fairly held between the 
interests of the company as a whole and the interest of all who are concerned with its acco- 
units, the shareholders and creditors at the date of the accounts, potential members of either 
Glass, the dircctore and in other exceptional cases the economic interests of the country, ” 
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issue is part of the wider problem of raising the technical and the 
ethical standards of the profession of accoimtancy which is now 
actively engaging the attention of both the Institute of Charter¬ 
ed Accountants and the Department of Company Law Administra¬ 
tion. 

Disclosures made in Audit Reports 

165. It is, however, encouraging to find that some of the best 
auditors have considered it their duty to comment on all such 
material violations of the law or sound accounting practice as might 
be reasonably expected to affect directly or indirectly, the fortunes 
of these companies, the accounts of which they were called upon to 
audit, e.g.: — 

(a) contraventions of Section 360 of the Act in respect of 
transactions with managing agents and their associates, 

(b) contraventions of Section 314 in respect of office of profit 
held by directors and their relatives, 

(c) contraventions of Section 295 in respect of loans made to 
directors and their associate firms and companies, 

(d) contraventions of the provisions of Section 372 in respect 
of the investments in the shares or debentures in com¬ 
panies of the same group, 

(e) contravention of Sections 326, 329, 310 and 311 in respect 
of the appointments and re-appointments of managing 
agents, the variation of the terms of managing agency 
agreement, increase in the remuneration paid to directors 
and managing directors, 

(f) contraventions of Section 198 in regard to managerial 
remuneration, and 

(g) contraventions of the provisions of Sections 417 and 418 
relating to investments of employees’ securities and pro¬ 
vident funds etc. 

166. Apart from these contraventions, qualifying observations of 
the following broad types have also been made in the audit certi¬ 
ficates in several cases:— 

(a) Comparative figures of previous year have not been- 
shown in the profit and loss account and balance sheet. 

(b) Requirements of notes to be appended to the balance- 
sheet have not been fulfilled. 
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(c) List of companies in the same group in the shares and 
debentures of which investments have been made and the 
nature and extent of such investments in each such 
company has not been furnished as required under the 
provisions of Section 372 of the Act. 

(d) Non-disclosure of contingent liability and improper allo¬ 
cation between reserves and provisions. 

(e) Failures of the company in setting off the accumulated 
losses against the general reserves!future profits in com¬ 
pliance with the requirements of note (h) of the pre¬ 
scribed balance sheet. 

(f) Non-maintenance of proper books of accounts and regis¬ 
ters required to be maintained under the Act. 

167. Apart from action taken by the Government in respect of 
infringement of the provisions of the Act as disclosed in the ‘quali¬ 
fied’ audit certificates, such disclosures have also in some cases pro¬ 
voked shareholders of the companies concerned to take such action 
as they considered appropriate against the management. Such action 
as in the following illustrative cases has not been frequent, but must 
in the long run help to set the tone for appropriate shareholders’ 
action in cases of default on the part of management calling for 
strong measures. 

(1) In a case, the auditors pointed out several irregularities in 
the accounts of the company and stated that the accounts did not 
give a ‘fair and true’ view, and that they had not obtained all the in¬ 
formation required from the company. The matter was pursued by 
the shareholders, who subsequently passed a special resolution hold¬ 
ing one director responsible for the irregularities. A sum of about 
Rs. 70,000 was recovered from the said director who was also com¬ 
pelled to resign from the company. 

(2) In a case, the auditors in their report on the accounts of the 
company pointed out, inter alia, contraventions of Sections 292, 295, 
297, 360 and 369 of the Companies Act, 1956. As a sequel to these 
remarks by the auditors, the managing agents were removed from 
office at an extraordinary general meeting. 

( 3 ) Instances have also come to notice where audit certificates 
containing adverse remarks on the accounts of companies have had a 
wholesome restraining influence on the management and have event¬ 
ually led to further legal action by the shareholders against the 
defaulting management. 
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168. It may be mentioned in this context that during the year 
under report several cases came to the notice of the Department 
where the auditors had run into the risk of being removed from 
office inasmuch as their report did not find favour with the manage¬ 
ment. Some ol the instances are mentioned in the Chapter on un¬ 
sound company practices. It has, however, to be regretfully recorded 
that many company managements still expect their auditors to give 
the company 'clean’ audit reports’*' drawn up only on the basis of 
the letter of the relevant provisions of the law, as though the audit 
of company accounts was merely an unpleasant and embarrassing 
legal formality to be executed with the least amount of disclosure. 
Indeed some of them are so sensitive to even mildly qualified reports 
that at times they are reported to have created difficulties in the way 
of the auditors to discharge their statutory duties. One such instance 
may be worth mention in passing. In a company managed by a well 
known managing agency house the auditors had commented, albeit 
very mildly, on some technical irregularities in the accounts. They 
nevertheless incurred the displeasure of the management who 
changed the medium of keeping accounts from English to Hindi, 
thereby making it impossible for the particular auditors to continue 
the audit of the company any longer. Increasing realization by the 
management of the role of independent auditors in company man¬ 
agement and the growing vigilance of shareholders can alone 
effectively supplement the limited provisions of the Companies Act 
on this subject. 

Failure of Duties by Auditors 

169. Apart from omission to disclose defects and irregularities 
in the working of companies not directly arising out of the accounts 
of companies, during the year under report several cases of outright 
failure on the part of auditors to discharge their recognized statutory 
duties came to the notice of the Department. A few typical instances 
are given below:— 

(a) The auditors of a company had made statements which 
were demonstrably untrue; 

(b) The auditors of a company omitted to draw the attention 
of the shareholders to the fact that stock registers of the 

•Tn this connection, the observations made by Sir William Carrington, a leading Char- 
tered Accountant of the U.K., in his Presidential Address at the Institute of Chartered Ac¬ 
countants meeting in May. 1956. are relevant. “As professional men highly respected for 
our integrity and independence, it is not our concern if a client regards with some degree of 
distaste the report based on facts and honestly expressed. It is up to him to extend our 
instructions, or as the case may be, put his records in order. Our function is to provide 
professional services, not to provide a cloak or a cover for the client.*s deficiencies whether 
due to carelessness or other causes.** 
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companies were missing and the several items of expendi* 
tnre were not supported by vouchers; 

(c) The auditors of a company aided and abetted the directors 
of the company in committing offences under Sections 409 
and 418 of the I.P.C. and Section 282 of the Indian Com¬ 
panies Act, 1913; 

(d) The auditors concerned did not scrutinise llie books of 
accounts properly and certain malafide transactions which 
had resulted in considerable lovses to the companies were 
not commented upon; 

(e) Investments which prinia facie contravened the provi¬ 
sions of Section 372 of the Act were not commented upon 
in the audit report; 

(f) The auditors acquiesced in the desire of the management 
to prevent certain facts from being brought to the notice 
of the shareholders of the company. In this case the 
auditors were prevailed upon to furnish multiple reports 
on the accouiits audited by them, some of which were 
neither placed before the general meeting under Sec¬ 
tion 210 of the Act nor were sent to the shareholders 
under Section 219; 

(g) Undue delay was caused in completing iho audit which in 
some cases resulted in contravention of the provisions of 
the Act by the companies concerned. In one case there 
was a delay of as much as 14 months, which compelled 
the companies concerned to apply for extension of time 
to hold the annual general meeting under proviso to 
Section 166(1) (c) of the Act, and to seek anticipatory 
relief under the provisions of Section 633(2) of the Act. 

170. In most of the cases, ihe Department investigated the failures 
on the part of the auditors. In 11 cases, after hearing the explanation 
of the auditors concerned and after considering all the circumstan¬ 
ces of the case, the Government decided not to file any complaint 
against them; they were however duly warned. Eight cases were 
referred to the Disciplinary Committee of the institute of Chartered 
Accountants for suitable action. Two cases were under examination 
in the Department at the end of the year. 

The Department has also brought it to the notice of the Profes¬ 
sion and Chambers of Commerce that in future, delay in the com¬ 
pletion of audit would not normally be a valid reason for granting 
extension of time to companies for submission of accounts in future. 
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Branch Audit 

171. Under the present provisions of Section 228 of the Companies 
Act, 1956, it is not mandatory for a company to have its branch 
accounts audited by a Chartered Accountant in case a resolution is 
passed in general meeting, saying that it is not necessary to have 
the branch accounts audited. It has been noticed that many com¬ 
panies have taken advantage of these provisions. In one case 
it was ascertained from the statutory auditors concerned that 
although they had visited the branches, no regular audit was con¬ 
ducted beyond comparing the branch returns with the books of 
accounts maintained there. 

Internal Audit System 

172. With regard to the casting of accounts on proper lines, the 
Department of Company Law Administration has been consistently 
emphasising the need for installing soimd internal accounting 
systems in companies and for the employment of professional 
accoimtants as internal auditors. Already some large companies 
have appointed quaUhed internal auditors in addition to the sta¬ 
tutory auditors appointed imder the provisions of Section 224 of the 
Act. It may, however, be mentioned that the existence of an 
internal audit system would not, in any way, divest the statutory 
auditors of their responsibility imder the statute, and it would 
indeed be an imdesirable practice, as has been noticed in one case 
during the year under review, if the statutory auditors depended 
entirely on the internal auditors for the statutory work. 

Simplified Presentation of Accounts 

173. While the Department is actively interested in the develop¬ 
ment of a sotmd internal audit and accounting system and in the 
improvement of the standards of audit by the statutory auditors, it 
is also concerned with the presentation of annual accounts of com¬ 
panies in a simplified form, so that the average shareholder and 
the general public could easily understand and appraise the 
essential facts about the working of a company. There is already 
a move in the advanced industrial countries of the West for the 
presentation of company accounts in a simplified and readily 
intelligible form. Many of the biggest companies in the U.K. and 
TJ.S.A. already enclose with their detailed accounts summarised 
versions thereof presented in attractive form and in simple and easy 
language which make them eminently readable by the average 
Shareholder and the lay public. For some time past the Depart¬ 
ment of Company Law Administration has been endeavouring to 
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promote these new ideas among the business community of the 
country. The Department believes that “if the company’s report 
containing the annual accounts is informative, sufficiently attractive 
to invite closer inspection, relevant to the events of the period to 
which it relates and expressive of the company’s individuality and 
if its consecutive reports are varied but complementary subject to 
the prevalent environment of opinion and circumstances, it could 
then be adduced that the company’s management was aware of the 
diathetic function of the published report and of its potential capa¬ 
city for creating an informed and if necessary, a sympathetic opi¬ 
nion among the many participants on whose goodwill business de¬ 
pends.*' 

174. During the year under review, the Department brought out 
a pamphlet”^ containing broad outlines for the presentation of annual 
accounts in a simplified manner. It is encouraging to note that a 
large number of companies have already informed the Department 
of their intention to supply in future simplified information relating 
%o their working results and financial position etc. in their annual 
reports. 

Aecoimts of Foreign Companies 

175. Under the provisions of Section 594 of the Act read with 
^.R.O. No. 3216 dated the 4th October, 1957 (a reference to which 
was made in the first Annual Report) a foreign company having a 
place of business in India is required to file its balance sheet and 
profit and loss account in respect of the Indian business along with 
the copy of the balance sheet and profit and loss account of the 
world business filed in the country of incorporation. During the 
year, it was represented by certain foreign shipping and airline 
compcuiies that it would not be practicable for such companies to 
comply in full, with the requirements of that section because of the 
fact that a substantial portion of their transactions related to 
coimtries other than India and that it was not easy to allocate the 
items of expenditure separately for Indian business. The matter 
was examined in detail in consultation with the Institute of 
Chartered Accountants of India as well as with the representatives 
of some of the foreign shipping and airline companies, and it was 
decided that the following exemption should be granted to these 


•The full title of the pamphlet is “Annual Company Reports-Simplifled Presentatioa 
«f Company Accounte”. It is priced at Rs. 1 -25 nP. and is available on sale with the Mana^ 
•■f of Publicalloas. Civil lines. New Ddht-t* 
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foreign companies operating in India, notified in G.S.R. 59 dated 
the 6th January, 1959. 

“It shall be hi'emed sufficient compliance of the provisions of 
clause (a) of sub-section (1) of the said Section 594— 
if, in rc.speet of the period ending on or after the thirty 
first day of December, 1956, a company submits to the 
appropriate Registrar of Company in India, in triplicate,— 

(i) a copy of the authenticated balance sheet and profit and 
loss account (including documents relating to every 
subsidiary of the company) as submitted by it to the 
prescribed authority in the country of its incorporation 
under the provisions of the law in that country; and 

(ii) a copy of the balance sheet and profit and loss account 
referred to in item (i) above, prepared in accordance 
with the provisions of Schedule VI to the Act, subject to 
the following further modifications:— 

(a) any information or particulars not required to be 
di.sclosed in the accounts prepared in the country of 
incorporation by virtue of any special statutes or orders 
in that behalf, such as, the Companies (Shipping Com¬ 
panies) Exemption Order, 1948, of the United Kingdom, 
need not be disclosed; 

(b) instead of the gross earnings together with all the 
relative operating costs chargeable thereto, only the net 
earnings shall be shown; 

(c) debts remaining unrealised after a period of three 
months need not be shown separately under the heading 

“Loans and Advances”, as required under note (o) to 
Part I of Schedule VI to the Act; 

(d) details classifying secured and unsecured loans and 
debts need not be shown except in respect of debts or 
loans from or to a body corporate in India, which 
information shall be disclosed by a note; 

(e) the list and other particulars required to be annexed to 
the balance sheet under Section 372(9) of the Act need 
be only in respect of body corporates incorporated in 
India as are deemed to be in the same group as the 
company; 

(f) disclosure required in note (i) to Part I of Schedule 
VI to the Act of amounts due from other companies 
imder the same management need be only in respect 
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of such dues from coiripanies registered undtu- tiie Act 
as are deemed to be under the same luanageineiil; 

(g) details under “current liabilities and provisiv)n.s'’ need 
not be disclosed to the extent of the exernptioii given 
in item (a) above; and 

(h) sub-divisions of cash and bank balances need ncjt be 
shown in detail except ihat the amount relaiing Ihe 
Indian branch shall be indicaled by a note. 

2. It shall be deemed to be sufTicient compliance of the prvrvisions 
of clause (a) of Section 594(1) if the balance sheet and pi*oht and 
loss account as ref(?rred to in para 1 (iil above, if they are not 
certified by auditors appointed in the manner laid down in tlu; Art. 
are audited by the auditors of the foreign companv apponih'cl at 
the annual general meeting in the country of its incorpinaition. 

3. Notwithstanding anything contained in the above paragraphs, 
the company shall, if so required by notice in writing from the 
Central Government, furnish to the Central Government such 
information with regard to its accounts as the Central Governiuenf, 
may require.” 


326—CLA. 



CHAPTER XIII 


SOME INSTANCES OF UNSOUND COMPANY PRACTICES 
OBSERVED DURING THE YEAR 

176. It will be recalled that in the second Statutory Report on 
the working and administration of the Companies Act, 1956, several 
instances of unsound or improper company practices were mention¬ 
ed. During the year under report some more cases of a similar 
nature came to light. The more important of them arc briefly des¬ 
cribed in the following paragraphs. 

Diversion of Company Funds 

177. A case came to notice where the directors and managing 
agents of a company created a trust with themselves as its trustees 
and obtained a very large amount of donation from the company for 
the trust for purposes not connected with the business of the com¬ 
pany. 

Cases also came to light of substantial investments in companies 
by trusts controlled by a group of persons who were directly or 
indirectly controlling a group of companies. One of the obvious 
ad\'antages of this mode of investment was that the controlling 
interc?st in the voting rights attached to the shares of the companies 
in which the investments were made were retained in few hands. 

Manipulation of share values 

178. A case was reported where a company purchased shares in 
another company at double the par value after revaluation of the 
assets of the latter company. The shares thus purchj^ed by the com¬ 
pany belonged to its managing agents. It may be noted incidentally 
that the transaction was regularised by the passing of a special reso¬ 
lution under Section 360 of the Act. 

Delay in the holding of Amiual General Meeting 

179. Two companies delayed the holding of their annual general 
meeting on the due date lest their management should be criticised 
for the defects and irregularities brought out in the audit reports. 

“It was subsequently discovered that the management of the compa¬ 
nies had been found guilty of misappropriation or embezzlement of 
the funds of the company. In one of these cases, Government had 
to give a direction to the company under Section 167(1) of the Com¬ 
panies Act. 
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Location of Registered Office 

180. In a case reported from a northern State, the registered 

office of a company was located at the residence of the managing 
agents or directors. It was alleged that they had easy access to the 
€ompany*s cash balances and made unauthorised use of them. Be¬ 
sides, important registers like the Register of Members, Minute 
Books, Transfer Registers, etc. were also within easy access 
.of the persons in-charge of the affairs of the company. While, prima 
.focic, there is no objection in law^ to such an arrangement, it was 
clear from the facts of the case that the management were not justi¬ 
fied in locating the office at their residence. For, in this case, suspi¬ 
cion was aroused in the minds of the share-holders, many of whom 
had no confidence in the management. As a general rule of pru¬ 
dence, a company whose shares are held by a large number of per¬ 
sons who are not tied by bonds of kinship etc. should be located 
as far as possible in the premises not ordinai ily occupied by manag¬ 
ing directors or managing agents. ^ 

Borrowing from Governiiieiii and qiiasi-Govcrinneiit Institutions 

181. Cases have come to notice where companies with large 
reserves have invested heavy amounts in shares of other companies 
in the same group, while borrowing heavily from Goveimment and 
quasi-Government institutions like the Industrial Finance Corpora¬ 
tion, State Bank of India, National Industrial Development Corpo¬ 
ration, etc. While these companies appeared to be financially sound 
and could have apparently met their needs for expansion or moder¬ 
nisation of their plant and machinery by converting their invest¬ 
ments into cash, they have preferred to borrow from outside bodies. 
Presumably, the companies have, on balance, decided to keep their 
xoting power in tact in the companies in which shares were held 
by them or possibly, in some marginal cases, the realisation of the 
investments might have resulted in losses. In some cases, however, 
the investments in industrial holdings have been found to be of the 
order of half a crore of rupees matched by an overdraft from State 
Bank of India of a like amount. 

Improper device for getting a company liquidated through whole¬ 
sale transfer of shares to one person 

182. An interesting case was reported where a company passed a 
special resolution authorising the directors to effect tranfer of the 
assets of the company to another company which held its entire 
share capital, either in its own namu or in the name of nominees and 
acted as the managing agents of the company. The assets of the 
company were taken over by the holding company in full 
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satisfaction of its shareholding in its subsidiary company. The com¬ 
pany, on being told that this attracted Section 77 of the Act, request¬ 
ed the Registrar to invoke the provisions of Section 560 of the Act 
as it had no assets to trade and as the number of shareholders had 
fallen below the minimum. It is reported that this device is being 
adopted by a number of other companies to have themselves wound 
up, without going through the winding-up proceedings. 

Fomiatioii of Partnerships by Companies 

183. Three public limited companies which might be said to 
belong to one group entered into partnership with another company 
and one of the partner companies invested several lakhs of rupees 
in the firm. The three partner companies have common directorwS 
and the managing agents of two of the partner companies, which are 
two different private companies, have also common members and 
directors. It would thus appear that in spirit, if not in letter, the 
provisions of Section 372 were contravened, but as the companies did 
not combine to form another company but a partnership firm, the 
provisions of the law could not be en/orced. This was apparently a 
subtle technique adopted by the companies concerned to get round 
the restrictive provisions of Sections 370 and 372 of the Companies 
Act, 1956. 

Improper Sale of Managing Agency Rights 

184. A case came to notice where a leading managing agency com¬ 
pany relinquished control of one of its managed companies by making 
over its block of shares to a third party at a price much above the 
current market rates. Tn the agreement entered into between the 
managing agency and the third party, there was no stipulation that 
the purchase would also take over the share of the other shareholders 
not belonging to the managing agency group at the same time. 
The latter cla.ss of holders who claimed that they were holding these 
shares only because of the established reputation of the managing 
agency house felt that they had been tricked by this transaction, as 
they did not want to hold on to the shares of the company after the 
passing of its management into new hands. While the shareholders 
were reluctant to hold the shares of the company, the new manage¬ 
ment was not prepared to take the shares at the favourable price they 
paid to the managing agency. 

Resignation of Managing Agency in favour of Selling Agency 

185. A well-known managing agency house during the year resign¬ 
ed its manging agency and advised the" shareholders of the latter to 
sell their shares at a rate slightly above the market rate to a third 
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party who was trying to acquire control of the management and to 
whom the managing agency company had transferred their block 
of shares. The third party, however, did not have sufficient majority 
but was out to acquire control at any price, so much so that the price 
of these scrips shot up in the market shortly after the managing 
agency company had made knowm the nature of advice it had tend¬ 
ered to its shareholders. As the price of the shares of the company 
continued to rise, several shareholders who had acted promptly on 
the advice of the manging agents complained that they had suffered 
a loss by selling their shares at the price mentioned by the managing 
agency company in their advice to the share^holders as the third party 
had subsequently acquired shares of the company at a very much 
higher price. After the resignation of the erstwhile managing agents, 
it was found that they were appointed as selling agents two months 
before the stipulated date. 

Benaini Holdings in a Managing Agency Company 

186. In an interesting case, it was found that an investment com¬ 
pany with the female members of a business house as its members 
and directors, together with another company under the control of 
the same group of industrialists, owned the entire share capital of the 
managing agency concern. The members of the parent com¬ 
pany were ladies, who were not known to be capable of actually 
exercising any control and it was found that the group of industria¬ 
lists themselves were virtually managing the affairs of the com¬ 
panies managed by this particular managing agency company- 
This method appeared to have been resorted to with the object of 
getting round the restrictive provisions of the Companies Act regard¬ 
ing managing agents and inter-company investments. 

Appointment of Joint Auditors by Small Companies 

187. While it is the normal practice of big companies in the 
country to appoint joint auditors to carry out the audit of the com¬ 
pany, an interesting instance came to notice where a company with 
a paid-up capital of only Rs. 6,0001- appointed two independent 
auditors to carry out the audit. The two auditors furnished contradic¬ 
tory reports, one of them reporting that he had obtained all the infor¬ 
mation from the company and that proper books of accounts were 
maintained by the company, and the other auditor averring that 
neither proper books of accounts had been maintained nor had he been 
given all the information he was entitled to for the audit of the com¬ 
pany. As a sequel, the auditor giving the adverse report was not 
re-elected at the next annual general meeting of the company. 
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Removal of Auditors 

188. Instances came to light where auditors who had discharged 
their duties independently and with integrity and had adversely 
commented on the working of the companies concerned in their 
reports, were not re-appointed at the next annual general meeting 
of the company. 


Valuation of Assets 

189. Mention has been made of a case where the managing agents 
managed to get the valuation of assets of a company marked up, 
with a view to selling the block of shares in that company held by 
them, at a higher price to another managed company belonging to 
their group. There were other instances where the assets of a com¬ 
pany were inflated in value by the so-called technical experts with 
certain undisclosed ends in view. In such cases, the plea was usually 
advanced that the valuation of the assets was carried out after tak¬ 
ing into consideration all the relevant circumstances of the case and 
with regard to market conditions, etc. The practice deserves notice 
for the following two main reasons: 

(a) the valuers of the property were, as a rule, not recognis¬ 
ed ones; and 

(b) the circumstances, the basis for revaluation and the real 
value of the assets before revaluation were not always 
disclosed to the shareholders. 

Novel way to secure strike off order 

190. In one case, a company filed its latest balance sheet with 
the Registrar of Companies and prayed for action ttnder Section 560 
of the Act. It was noticed from the balance sheet that the paid-up 
capital of the company, which amounted to several thousands of 
rupees, had been paid as ‘loans and advances* to directors and 
shareholders, thereby distributing the share capital of the company 
in an indirect manner. This was obviously an undesirable way of 
getting the company struck off the register. 

Improper inter-Company Loans and Investments 

191. Types of improper or undesirable inter-company investments 
and loans, some instances of which have been mentioned in the 
Chapter on Inter-Company Loans and Advances in this Report as 
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well as in the two previous Reports, are for the sake of convenience 
briefly reproduced below: 

(i) A Company has made investments in other companies 
even though the company had no surplus funds and had 
to resort to heavy borrowings. 

(ii) Investments were made with a view to helping the direc¬ 
tor or managing agents to earn profits. 

(iii) Investments were made for cornering shares of other 
companies to enable the directors or managing agents to 
gain control over those companies. 

(iv) Inter-company investments were used as a method for- 
manipulating profits. 

(v) Investments were made to help sister companies even 
though the investing company suffered a loss thereby- 

(vi) Surplus funds of companies (reserves built-up over a 
period of years or through capital raised) were invested 
in shares of newly floated companies in no way connected 
with the business of the investing company. 

(vii) Purchase of shares at a price much higher than the 
intrinsic value of the shares. 

(viii) Loans were made out of borrowed funds which were in 
some instances obtained at a higher rate of interest than 
that charged from the company to whichdhe lending com¬ 
pany had given the loan. 

(ix) Loans were made to sister concerns at a nominal rate of 
interest resulting in loss to the shareholders of the lend¬ 
ing company. 

(x) Loans were made without any security or against assets 
which were already mortgaged against other loans. 

(xi) Loans were made to sister companies whoso financial 
position did not justify any hope of the loan ever being 
repaid. 

(xii) Loans were made to sister companies to enable them to 
corner shares of other companies. 

(xiii) Loans were made by public companies to private compa¬ 
nies which in turn gave loans to firms in which directors 
of the public companies were interested, the device being 
used to circumvent the provisions of Section 295 of the 
Act. 



CHAPTER XIV 


A STATISTICAL REVIEW OF THE WORKING OF THE COM- 
PANIES ACT FROM 1956-57 TO 1958-59 

Some broad trends and developments noticed during the last three 
yeans of the administration of the Companies Act are summarised 
below; 

New Company Formations 

192. During the last three years 1956-57 to 1958-59. 2.904 new 
er-mpanies wore floated with a total authorised capital of Rs. 598 
cr<ires. Of these, 848 companies were formed during the first year 
of ihr- working of the Companies Act. 961 in the second year and 

?M the Ihii'd year, 1958-59, reviewed in this R(:‘port. Now 
company registrations during 1956-57 were considerably below' the 
nunil)or of new companies floated in the period just preceding the 
coming ijito force (jf the Companies Act, 1956. It wdll be recalled 
Dial although at IhrU time, exaggerated ap].)rehensions were expres¬ 
sed in sonu‘ circles ;djout the po.ssible adverse effect of the new legis¬ 
lation the formation of joint stock companies, in the first Statutory 
Report of the working of the Act, the Department confidently 
took the view that the ‘‘present setback in new^ registration might 
prove to be only short-lived”. This forecast has been confirmed by 
the steady rise in the number of new c'ompanies registered during 
the successive years and all the available indications are that not¬ 
withstanding the earlier gloomy prognostication in some limited 
circles, the present trend in the new company formation will not be 
maintained but may well be accelerated. 

193. Not only lias the numbei' but also the total paid-up capital of 
llie companies at work during the three years 1956-59 has also shown 
an appreciable net increase amounting to about Rs. 486 crores w^hich 
is 47 per cent of the total paid-up capital of comy)anies at work at the 
time when the present Companies Act came into force. This notice¬ 
able incriase is symptomatic of the growing strength and scope of 
the corporate sector. 

194. Of the 2,904 companies registered during the last three years, 
207 companies having a total authorised capital of Rs. 166 crores 
were public companies and 2,697 private companies wdth a total 
authorised capital of Rs. 432 crores. Out of the total, 2,268 companies 
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were registered in the four major States of Bombay, West Bengal, 
Madras and Delhi. The individual shares of the States of West 
Bengal and Bombay in the total registrations of this period worked 
out to 35% and 20% respectively. 

195. A great majority of the new company registrations ha\'e been 
for industrial and manufacturing business and for carrying on 
trading and financing activities. The number of companies formed 
for industrial and manufacturing business during the last three years 
was 1,259 while those for trade and financing activities was B75. 

196. Nearly 609? of the total newly-formed companies were small¬ 

sized companies iiaving an authorised capital of less than Hs. 5 lakhs 
each. The number big companies with authorized capital of 
-50 lakhs and more wa.s 121, out of which 78 companies were Incovpo- 
rated with an authoriseci capiUd of Rs. 1 crore and more each. The 
total authorised capital of these 78 companies was Rs. 476 crores 
accounting for 80% of the total authorised capital of all the now 
registrations of the three years. Among these, 15 were Government 
companies whoso total authorised capital camf' to about 37'V> of the 
total authorised capital of all new registrations. The total number 
of Government companies big or small formed during the period 
was 43 excluding 4 .subsidiaries of Govej-nment companies. With 
these new additions, the number of Government compani(?s at the 
end of 1958-59 stood at 98, , 

197. A study of the size pattern of the new companies shows that 
as in the past, the small-sized companies formed the great bulk of 
the new companies, though their share in terms of capital was 
rather small. The average number of companies having an authorised 
(’apital of Rs. 1 crore and more, was less than 30 in the year. But 
their share in the total capital of the newly formed companies 
I’anged between and 85. The high averar^c c apital of companies 
having an authorised capital of Rs. 1 crore and above was largely 
due to the formation of several Government companie.s, with a very 
large capital base, 

198. As regards promoters’ preference for alternative forms of 
company management, it was observed that about 75"^ of the neydy^- 
formed companies were to be managed by Boards of Director.s. The 
total number of companies which were to be directly managed by 
Boards of Directors, was 2,181 as against 674 proposed to be mana¬ 
ged by^ Managing Directors and 36 companies which were to be 
managed by Managing Agents. The numbers of companies which 
preferred to have Secretaries and Treasurers and Managers were 
very small being 9 and 4 respectively. 
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Companies at Work 

199- At the end of the first three year period of the working of 
the Companies Act, the total number of companies at work stood 
at 27,479 with a total paid-up capital of Rs. 1,510 crores, as again,st 
29,874 companies having a total paid-up capital of Rs. 1,024 crores 
when the new Act came into force. The net fall in the number of 
companies at work despite incorporation of 2,904 new companies 
during the period was mainly accounted for by the removal of a 
large number of moribund or defunct companies from the register 
under Section 560 of the Act. The policy of the Department in this 
regard has been to carry out a systematic screening of the compan¬ 
ies at work in the country and to remove all such companies from 
the live registers as were no longer engaged in any trade or manu¬ 
facture, This weeding out process is likely to be completed in 1960, 
when the total number of companies at work in the records of Regis¬ 
trars of joint stock companies may well show a further fall, but 
the net position will then disclose for the first time the real size of 
an active corporate sector 

200. At the end of 1958-59, out of the 27,479 companies at work. 
7,760 were public companies and 19,719 private, having a total paid- 
up capital of R.s. 784 crores and Rs. 726 crores respectively. Of the 
total increase of Rs. 486 crores eflfected in the paid-up capital of the 
companies during the last three years i.e- during 1956-57 to 1958-59 
Rs. 392 crores was attributable to private companies and Rs. 94 crores 
to public companies. Of the total net increase in capital effected by 
the private companies, Rs. 300 crores is accounted for by the Hindus- 
than Steel Ltd. alone, whose paid-up capital had increased from 
Rs. 5 lakhs in 1955-56 to Rs. 300 crores by the end of 1958-59. The 
paid-up capital of both Government and non-Govemment companies 
has been progressively increasing during the last three years. In 
the case of Government companies, the annual net increase during 
the last three years was of the order of Rs. 7 crores in 1956-57, Rs. 184 
crores in 1957-58 and Rs. 167 crores in 1958-59. The corresponding 
figures for non-Govemment companies were Rs. 47 crores. Rs. 38 
crores and Rs. 43 crores respectively. The figures of companies at 
work jmd net increase in their paid-up capital for the last two years 
namely 1957-58 and 1958-59 are provisional. 

Conversion of Companies j 

201. During the last three years, 338 public companies were 
reported to have converted themselves into private companies; out 
of these, 227 were converted in the first year 1956-57, and 57 and 54 
in the next two years. The number of conversions in the first year 
was abnormally high largely because of exaggerated fears as to the 
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natxire of some of the restrictive provisions of the Act applicable lo 
public companies. With increasing knowledge and appreciation of 
the manner in which the new Act was being administered these fears 
largely dissipated. 

Foreign Companies 

202. The total number of foreign companies, i.e- companies incor¬ 
porated elsewhere than in India and having a place of business in 
this country at the end of 1958-59 was reported to be 572. Of these, 
398 were of the U.K. and 59 of the U.S.A. origin. The numbers of 
Pakistani, French and West German companies which had branches 
in India were 13, 12 and 10 respectively. 

Employment of Company Directors and their Relatives 

203. Since the commencement of the present Companies Act, 
over 5,000 companies were reported to have passed upto the end of 
1958-59 approximately 5,600 special resolutions under Section 314 of 
the Act regarding the holding of office of prolit by over 4,000 com¬ 
pany directors and the employment of approximately 7,300 relatives 
of company directors. Nearly 47% of the company directors about 
whom special resolutions had been passed held offices of profit carry¬ 
ing a monthly remuneration of under Rs. 500, while only about 25% 
of them held appointments carrjdng a remuneration of Rs. 1,000 and 
more. As regards the relatives mentioned in the special resolutions, 
it was seen that 53% to 55% of them held appointments carrying 
salaries under Rs. 250 and 75% to 85% below Rs. 500 per mensem 
and 12% to 15% of them got more than Rs. 1,000 a month. 

Filing of Applications and Documents 

204. During the last three yeai's, over 8,000 applications wore 
received by the Registrars of Companies asking for extension of time 
for holding annual general meetings under Section 166(1) (c) of the 
Act, and about 150 applications for the extension of the period covered 
by annual accounts imder Section 210(4). With better understand¬ 
ing of the statutory requirements of the Act, particularly of those 
relating to the accounts and with the gradual adjustment of the 
methods of internal management to new conditions created by the 
Act, the number of applications relating to both these types of cases 
has now fallen. The total munber of other miscellaneous applica¬ 
tions received by the Registrars of Companies aggregated 35,000 
during the last three years out of which 7,300 were in respect nf 
availability of name& 
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205* The total number of statutory documents including annual 
returns, annual accounts, charges and their satisfaction, returns 
relating to directors registered with the Registrars etc. aggregated 
3,70,000 during the last three years. All these documents were taken 
on record after detailed examination. This examination revealed 
that a large number of these documents were either incomplete or 
otherwise defective. Consequently they had to be referred back to 
the companies for necessary corrections before they could be taken 
on record. All documents are now properly scrutinized before they 
are registered or taken on record by the Registrars. This is an 
important aspect of the work of the Department inasmuch as it is 
largely through such scrutiny that the majority of the defects and 
irregularities in compliance with the provisions of the law can come 
to light. 

Disposal of complaints 

206. The Registrars of Compafiies received nearly 4.000 complaints 
from the company .shareholders, employees and creditors alleging 
mismanagement, misappropriation of funds, fraudulent dealings and 
manipulation and falsification of accounts by company management. 
There were also complaints regarding delay in holding annual 
general meetings or failure to hold them, non-publication of accounts, 
refusal to* grant inspection of registers and minute books to the 
shareholders, refusal to supply copies or extracts from certain 
documents to which the shareholders were entitled under the Act, 
refusal to register transfer of shares, non-payment or delayed pay¬ 
ment of dividends declared by companies etc. These complaints 
were disposed of after they were gone into at various levels of the 
Administration. The increase in the figures of inspection sought 
by the public and of complaints by the parties connected with the 
working of companies disclosed an increasing awareness among the 
public and the investing public of the facilities offered by the Admin¬ 
istration and of the remedies available under the Act. 

Loans and Investmemts 

207. During the last three year.s, the Department dealt with 151 

applications relating to loans given by companies to their directors 
etc. for which Government approval was required under Section 
295 of the Act, and 90 applications for inter-company investments 
requiring approval of the Government under Section 372 and 373 
of the Act. The total amount of money involved in these two 
categories oT applications aggreealed about Rs. 12 crores and Rs. 8 
crores respectively. Of the amount of loans and inter-com¬ 

pany investments in respect of which Government sanction was 
sought by the companies, 60% of the loans and. 80% of inter-company 
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investments were approved by Government. Before according their 
approval, the Government scrutinised applications in great detail 
uis-a-uis the financial position oi the lending and borrowing parties, 
the purposes for which the loans or investments wore required 
and the mechanics of these financial transactions. Tt is to be hoped 
that the experience gained as a result of the examination of those 
cases will help to build up in the near future, witliin the frame 
work of the Central Secretariat, a body of technical knowledge 
capable of studying and analysing the intiicato problems of com- 
pany finance and company investment which must in future in¬ 
creasingly become the concern of the Central Government. 

Minority Interests 


208. Section 111 of the Act provides an alternative remedy to 
the shareholders in regard to the rectification of share registers in 
those cases where company managements refuse to register the 
transfer of shares. This facility is in addition to the remedy avail¬ 
able under the provisions of Section 155 of the Act which enable 
shareholders to approach the court for the rectification of the 
register of members. During the last three years, 198 appeals aris¬ 
ing out of disputes over the transfer of shares totaling ]}, lakhs 
were filed by the oppressed parties with the Central Government. 
The applicants were duly heard; of the applications entertained, 37 
appeals were allowed asking the company management to register 
the transfer of shares in the name of the applicant shareholders. 
The number of appeals either rejected on merits after due consi¬ 
deration or in which the Central Government could not intervene, 
as the cases were suh-jndice, totalled 92. A vast majoi-iiy ol' the 
appeals filed concerned the transfer of shares not exceeding 100. 


209. Besides the appeals, the Central Government received 
notices under Section 400 of the Act from the courts of law in 74 
cases under Sections 397 and 398 of the Act. The cases under 
reference were found to be generally of tw'O types, viz., (a) disputes 
largely of a private nature, between rival groups in the management 
of companies, which gave rise to complaints of oppression or gross 
mismanagement against the dominant group; and (b) other types of 
gross mismanagement of the affairs of companies involving compli¬ 
cated issues of social and economic policy which called for the identi¬ 
fication and protection of the public interest besides a simple adjudi¬ 
cation of the legal rights of contending parties. The Central 
Government filed representations in 22 cases which mostly belonged 
to the second! category mentioned above. 
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210, Apart from these, the Central Government received 9 appli« 
cations from the aggrieved parties seeking necessary authorisation 
under Section 399(4) of the Act from the Central Government for 
riioving the Court for the redress of their grievances. The Central 
Government’s authorisation was granted in 3 of these cases. In 
addition to the above applications, the Central Government received 
23 applications from the minority shareholders under Section 408 
rc.questing the Government to appoint directors on the boards of 
•companies concerned so as to prevent oppression or mismanage¬ 
ment, and 10 applications requesting the Central Government to 
exercise their powers under Section 409 of the Act to prevent any 
change in the board of directors likely to affect the company pre¬ 
judicially. As required by the provisions of Section 411 of the Act, 
these applications were referred to the Advisorj’^ Commission for 
advice. 

Investigations 

211. Investigations into the affairs and ownership of companies 
W(‘re ordered under Sections 235, 237 and 247 of the Act. During the 
last three years, 84 cases were received for the appointment of inspec- 
l(H‘s undtn: Sections 235 and 237 of the Act to look into the affairs of 
companies whicl) were alleged to have been mismanaged. After de¬ 
tailed preliminary examination, investigations were ordered in 14 
eases, while in 65 cases, the appointment of Inspectors v;as not made 
as the facts of the case did not warrant such appointment. At the end 
of th(‘ year, 5 cases were pending consideration of the Govern¬ 
ment. Government received Inspectors’ reports on 25 ca.ses. 
Prosecutions were launched in 6 cases whereas in 12 cases, no prose¬ 
cutions could be initiated on account of insufficiency of evidence. In 
the remaining cases, either F.I.Rs. were lodged with police for 
further investigation or the cases were still under the considenation 
of Government. The number of investigations started under Section 
247 of the Act for determining the beneficial ownership of shares 


Prosecutions 

212. For breaches of the provisions of the Act, of which an over¬ 
whelming number were in respect of non-filing of statutory returns 
such as annual returns and balance sheets, about 4400 prosecutions 
were launched against 1,031 companies during the three years ended 
■31st March, 1959. Out of a total 5,110 cases, including 738 pending 
cases brought forwaid from the previous years, referred to the courts 
of law, 3,474 cases were disposed of by the courts during the three 
year period under review here- Out of the disposed of cases, 2,131 
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resulted in convictions, the proportion of the successful prosecutions 
b(?ing 60% of the total prosecutions launched, A total fine of 
Rs. 1,82,000 had been imposed by the courts on the convicted parties. 
The average fine imposed per case ending in conviction was Rs. 90. 
Considering the amount of fines prescribed in the penal clauses nf the 
Act, for the defaults committed, the fines imposed by the court have 
been relatively light. Notwithstanding this, the average fine per 
case has progressively increased from Rs. 50 in 1956-57 to Rs. 70 in 
1957-58, and to Rs. 112 in 1958-59. 

liquidations 

213. At the end of 1958-59, nearly 3,219 companies were in liquida¬ 
tion. The number of companies put into liquidation under the 
provisions of the Companies Act, 1956 was 1,137 while 2,082 liquida¬ 
tions were .started under the old Act. Notwithstanding the compli¬ 
cated nature of the liquidation proceedings, the Administration has 
taken certain new measures such as the appointment of Official 
Liquidators etc. in the States where a large number of liquidation 
ca.ses were pending for the expeditious completion of the pending 
liquidation proceedings. 

214. Section 555(7) (b) of the Companies Act offers a concurrent 
facility to the parties to approach the Central Government for pay¬ 
ment out of companies’ liquidation account, for which the}^ can 
also approach the courts under clause (a) of the same section. 
During the last three years, nearly 1,300 applications were received 
for payment from companies’ liquidation account. Of these, pay¬ 
ments were ordered of about Rs. 3,69,000 on 942 applications. 

Company Management 

215. During the last three years, 4,251 applications were recieved 
•and forwarded to the Advisory Commis.sion relating to questions con¬ 
cerning company management such as changes in the management of 
companies, appointment and re-appointment of managing or whole- 
lime directors, managers, managing agents, secretaries and treasurers, 
■changes in terms and conditions of their appointment, variations in 
managing agency agreement, changes in the constitution of managing 
agency firms or companies, increase in the remuneration of directors, 
managing directors or managers etc. Except 8 cases which could 
not be finally disposed of, advice on all other cases was conveyed by 
the Commission to the Government for taking further action. The 
largest number of applications received and considered by the Com¬ 
mission related to Section 310 regarding increase in remuneration to 
directors including managing and wholetime directors and managers. 
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The number of such applications was 1.192. The second largest 
number of applications, 894, was received under Section 346 dealing 
with changes in the constitution of managing agency firms or 
companies. The number of applications received under Section 329 
which concerns variations in managing agency agreements totalled 
716 whereas those received under Section 269 relating to appoint¬ 
ment of managing or wholetime directors came to 579. Applications 
for appointment and re-appointment of managing agl>nts and of 
secretaries and trc^asurers numbered 417* The smallest number of 
applications received was under Section 343 dealing with transfer 
of offices by managing agents. 

216. Since the present Act came into foi'ce, 200 cases of sui ien- 
der, resignation or termination of managing agencies came to the 
notice of Governmnet, while 300 companies applied for Govern- 
menrs approval to the re-appointment of their managing agents 
during the same period. In this connection, it would be recalled that 
tile term of office of ali managing agents existing at the commence¬ 
ment of the Act on 1st April, 1956 would r‘xpire on T5th August, 
1960 if they have not expired earlier, and would have to be renew¬ 
ed, if they so desire, before that date. It is premature to ^speculate 
if all of them would like to renew their agreements with their 
managed companies or would prefer to adopt some other form of 
management. 

217. While "..he foregoing paragraphs seek to describe in a gene¬ 
ral way the working of the Companies Act, 1956, during the last, 
three years since it c\ame into force on April 1, 1956, the review is 
clearly no attempt at an appraisal of the Act in terms of its influ¬ 
ence or effect on the standard of company management in this coun¬ 
try. The time for such an appraisal is not yet, if only because 
the Act has not yet had its full, uninterrupted run, in the manner 
in which it was intended to be worked by the framers of this legisla¬ 
tion in its formative stages. It is, however, clear from such evi- 
dece as is already available that no evaluation of the Act, even 
when the time for such an essay becomes ripe, would be complete 
unless, along with such objective measurement of the eff'echs of t-he 
Act on corporate practice as is pos.sible, a comparative assessment 
is also made of the accompanying imponderables, such as changes 
in the impulses and motivations underlying the piovisions of the 
Act and the climate of opinion in which the Act was conceived and 
has had to function in the intervening years. 

218- Whatever may be the result of this assessment in the* 
future, it may not be unreasonable to claim even in the present,. 
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on the basis of the limited experience of the last three years that 
the working and the administration of the Act since April,’ 1956 
has, for the first time in the corporate history of this countrv, suc¬ 
ceeded in focussing attention on the primacy of those basic factors 
relating to the structure and working of joint slock enterprises on 
which the quality of their performance and the standards of com¬ 
pany management in any countrv ultimately depend. 

21,9. 1 neie arc iwo aspects of this new dimension in current 
thinking on ce.m,pany afrairs which deserve notice. In the fh'.1 place, 
as a result of the passing of the Companies Act, 1956, and >he acti¬ 
vities of tne Department oi Company Law Administration since 
its creation, much detailed information about the manned’ in 
which joint slock enterprises are organized and about their day-to- 
day practices, whic). was hitherto known cmly to company rnanago'- 
mont or to the individuals or groups closely associated with thein, 
has n<,'W become available not only to the sliareholders, creditor.:; 
an.:l others interested in their wenking, but also to Govei-nnient an:l 
to all irifor.m‘-;d students of economic affairs in tlio country. Conse- 
(piently, knowledgeable people liave become more 'company eon- 
sciou.:.:' than ever before. T);e Company Law Committee of 1952 
c]U()i.eJ wi'h approval tlic io'liov/ing observations contained in a 
7n:;rnor:rod;..irn submitted by the Economist of London to the Cohen 
CoTirmirtec in the United Kingdom:— 


“Onr' of the most impfM’hint ways in which Govenunent can 
inform itself abcuit the economic condition in the country 

IS through the records provided by company finance. 

Blit it is not only because of its by-product of statistical 
information important though that is—that company law 
impinges on economic policy. It is also clear that the 
execution of Government’s economic policy must itself 
very largely operate through the medium of companies.” 

The inside knowledge of company practice and company beliavioin- 
now placed at the disposal of Government by the Department of 
Company Law Administration will, it is hoped, not only enable 
the Authority to deal with the elementai'y problems of the main¬ 
tenance of law and order in the corporate sector more effectively 
than it has been able to do at anv time in the past, but may also 
help to integrate the activities of this sector, within the limits of 
our accepted social and economic policies, with the values under¬ 
lying these policies 
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220. Secondly, in the past, it was the “externaF’ problems of 
management, viz., the problems relating to raw materials techni¬ 
cal knownhow, supplies and services including the market for the 
finished products of trade and industry and such other problems of 
“communication’^ as for example, labour relations which dominated 
and worried the minds of businessmen and the administration; 
the emphasis in those days was primarily on the “atmosphere*' or 
the “climate’'- While these external problems still exist and will 
continue to exist, it is only very recently that it is being increasing¬ 
ly realised that the business or industrial “climate” is no indepen¬ 
dent variable, but is largely a function of tJ'ie internal factors in the 
management of corporate enterprises. This growing realisation has 
led to an increasing apjn'eciation of the basic importance of the 
“internal** problems of corporate management, viz., the problems 
of the organisation and the structure of management; the inter¬ 
relations between the different layers within the slruclural frame¬ 
work; the functional relationship between these different layer.s; 
the inter-connection between the working of joint stock companies 
and the financial institutions in the capital market which catej* to 
the needs of the corporate sector—to mention only the more import¬ 
ant of the structural and functional problems which constitute the 
so-called internal problems of management. It will be for the dis¬ 
passionate observer of the contemporary corporate scene to judge 
whether, to this end, the working of the Companies Act, 1956 and 
the administration of this measure by the Department of Company 
Law Administration have made any significant contribution. 
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Report of the Company Law Advisory Commission for the year 
ended .‘Usl Ma) ; h, 

1. Constitution of the Coniniission: 

The Company Law Advisory Comoiissif-n wa*- .soi up on l-4--19r)(» 
in pursuance of Section 410 ot the C(=inna5iies Act, which also 
came into lorcc wilh efTer*l i’i‘{>m the aiorosaid dale. Trutialiy the 
Commission consisted of Shri "rcnneej Visxve.nathinvi as Chairn'ian 
and Sarvashri J. D. Clioksi, B. iST. Chaiurvodi, C. S. Saslri and G. D, 
Ambekar as Members. On 23-4-1 Od? Shri S. R, Vasavada v;a.s 
appoiiited as Member ol the Cornmissiein in place oi Shri G. D. 
Ambekar on the lailer’s resignation in January 19L>7, There was 
no other change in the cornposilion of ihe Commission during the 
thi'ee-ycar period ending 31-3-1959. 

2. Functions. 

As laid down in Seclion 411 oT the Act, it is IItc duty oi the (^ova- 
niission to enquire into and advi.se the Centi\':ti (rorcrmriGnt on. a.l] 
applications made by companies lor* tlu? Govcrinncni’.s a};j|rjoval. 
under the following sections of the Act:— 

Section 259 . . Increase in number of diroctor::;. 

Section 2G8 Amendment of p^ovis]^'-n relating to inanog-ug. 

whole-time or non'rotatioua] direclorr. 

Section 2{)9 Appointinent of managing or w-jolc-time 
director. 

Section 310 Provision for increase in remimorrilion of 
director or manager. 

Section 311 Incu-ease in rernmieralion of roanagiiyg direc¬ 
tor or manager on rO'-app'ointment. 

Section 326 Appointmen: or rc-appoi..niment of inanagirg 
agent. 

Section 328 . Term of office of managing agent. 

Section 329 .. Variation of managing agency agreement. 

Section 332 .. No person to be managing agent of more than 
ten companies after 15th August, 1960. 
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Section 343 
Section 345 

Section 346 
Section 352 
Section 408 

Section 409 


Transfer of office by managing agent. 

Succession to managing agency by inheritance 
or device under agreement before commence¬ 
ment of the Act. 

Changes in constitution of managing agency 
firm or corporation. 

Payment of additional remuneration to a 
managing agent. 

Powers ol Central Government lo appoint 
directors so as to prevent oppression or mis¬ 
management. 

Power of Central Government to prevent 
change in Board of directors likely to affect 
tile company prejudicially. 


Br(»adly speaking, the various regulatory provisions in the sections 
quoted above ha\'e been enacted by Parliament with a view to 
ensuring that the management of companies was not sought to be 
vested in the hands of persons of questionable business antecedents, 
that the managerial remuneration proposed is not out of proportion 
to the financial resources of the company concerned, and that un- 
faii’ business practices are stopped. 


The Commission is also required lo advise on any other matter 
wliich may be referred to it by Government. No such reference has, 
however, been made to the Commission during the three years of 
its existence. Nor has Government so far consulted the Commission 
in the matter of action to be taken in pursuance of the provisions 
of Section 324 of 11 le Act which empowers Government to abolish 
the institution of managing agents in relation to companies engaged 
in any class of industry or business. 


The principles and criteria followed by the Commission for dis¬ 
posal of the various applications referred to it by the Government 
for advice have been broadly indicated in the previous two annual 
reports for the years ended 31-3-1957 and 31-3-1958 respectively. In 
the light of further experience and also of fresh facts brought to 
light, while dealing with applications received during the year 
under report, the Commission found it necessary to evolve and 
enforce certain new principles. Some of these principles, being of 
interest to the corporate sector, arc given below:— 

(1) Any group of equity shareholders should not be given 
the right to nominate directors not liable to retire by 
rotation, as this had the effect of depriving the other 
members holding a majority of the shareholdings of their 
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right to elect Directors? of their choice by exercising the 
voting rights fully «ind unreservedly, 

(2) The Managing Agent of a company should not be given 
the right to nominate the Chairman of the Board of 
Directors. The Chairman should always be elected by 
the directors, as by having an elected Chaimiaii, it would 
be more conducive to the fairness of the proceedings as 
also to the objectivity of the person occupying the chair. 
Where, however, there was already a provision in the 
Articles of a company or in the agreement with its mana¬ 
ging agent conferring on the latter the right to nominate 
the Chairman, such a provision was allowed to continue. 

(3) The practice of an officer of the Government being appoin¬ 
ted as Chairman and Managing Director of a company 
while carrying on at the same time his normal official 
duties was not a healthy trend and should be discouraged. 

(4) The signing of share certificates was a part of the duties of 
a director and in the ordinary course no remuneration 
should be payable for the purpose except in the case of 
special issues involving the signing of a large number of 
share certificates. Even in such special cases, payment of 
remuneration should be discouraged. 

(5) Normally, fixed monthly payments should not be allowed 
to Directors who are neither whole-time directors nor are 
rendering any specific services to the company. This is 
particularly objectionable in the case of a company having 
a director-manager or managing director for managing its 
affairs, 

(6) The remuneration by way of salary and commission pay¬ 
able to a managing/whole-time director should not ordi¬ 
narily exceed Rs, 1,20,000 per annum even if the total 
managerial remuneration was well within the ceiling of 
11% of the net profits of the company as laid down in Sec¬ 
tion 198. 

(7) Any change in the constitution of a managing agency 
company caused by the transfer of more than 50% of its 
shares to another company so as to make it a subsidiary 
of the latter company should be approved only if the hol¬ 
ding company concerned undertook, by means of a reso¬ 
lution in general meeting, to guarantee the observance 
and performance by its subsidiary of the latter’s managing 
agency obligations under the various managing agency 
agreements with the companies under its management. 
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3. For facility of reference, the main principles and criteria laid 
down by the Commission durirvc its term of office of three years have 
been set out in Annexiire ‘A’ to this report. It may, however, be 
stated that these principles and criteria were not laid down as hard 
and fast rules to be rigidly applied in ail cases, irrespective of the 
circumstance of each case. While these i^rinciples liave always been 
kept m View in ccinsidoring tlie cases referred to the Commission, 
each case continued to be* considered on its rncrins, due regard being 
given to thve circumstance'- of (he company va>ncen)od. In deserving 
cases, where il was tell that the intererls of the com; .iny concerned 
warranlt'-d a dA'parinre irom any of the g. ncral principles, the Com¬ 
mission. had not he.sii.ated to make an rxeniDtion. As already stated 
in tile two prevams reports these pr[ncip)los have been broadly accerv 
ted by (ho Governmenl as well as l.*y company managements. Tht^ 
success .hat has attended the tn'orls of Government in the smooth 
adrninisiisCdon of die regulatory provisions of ih?. Act referred to 
in para 2 of this report during the dhficult initial period after their 
ciiiorcerav'ni., has bf'cn in no small measure due to fact that the 
managernenls of oil well run conroanies have fully recognised 
the purpose underlying the restriclivo prosision;;: anci have readily 
accepted the modifications and eruditions imposed by Government 
on the advice of [hn Commission, s{; that \h.ey nnght foil in line 
wiU.] the best rc.npany practices obtai.ning in the country and else¬ 
where. 

4. Dining the year under lao.'ort the Commi;sion held 12 inceting;; 
at variou; eeatr:*;;. in compl)e;red cases the parlies erjneerned have 
been invariably given the opportunity of appearing before the Com.- 
mission and making oral representations to it. A .siatenient showing 
the number of referenec.s leceived from the Government under 
the variou.s sections of the Act and their di-sposal is annexed 
(Ar.nexuro B). Oat of 1,006 references considered during the year, 
only o ca ;os rr.mnined (o be thndly disposed of at the end of Ifie 
;jjQar under revicvc. In all these cases, the conipanics have been 
asked cipher f.o pass resolutions in general meeting sanctioning [he 
proposals or lo ftirnisb certain furtlier information/documents. 

5. Dar.i.ng three years of its office, the Commis.sion held 37 
r.'ieelings in a)i. Srdistical data .vclnting to the number of reference". 
rccM.Mvcd and iheis.’ disposal Ls given in the statement in Annexure 
C It will b:' seen ilmrco’orrx that in all, 4251 references were dealt 
with by the Cornniission during the period of throe years and al! 
except 8 ca"e,s liavc been finally disposed of by 31-3-1959. In the 
remaining 8 casep the Commission could not give its final advice 
because certain f:u’l.iv-.r information/documonts called for had not 
been furnished by llie companies roncernod till 31-3-1959, The Com¬ 
mission has tried to deal with cases as expeditiously as possible and 



b,\ and largo, there cloe.*^ not appear If"* have been aijv comphiie! <:i. 
criticism of undue delay in the disposal of the refercjieo:' made i j 
if by tht^ Government. 

6. In this connection, the C(TOmission w'sfi to reiiera'O jts rariii'i 
view that it would have been more advantageous if the Gnvcynv)^:ii\ 
had provided the Commission with a separafe wholc-iinie suaT lor 
making necessary env^uiries inU) the matters arising before it from 
time to time, so as to enable it to collect 'uloqiiate inh)rnmi i.ui about 
corapanies and individuals that control ineni, their re^omce;:, ihei;' 
operational methods and business prae'ices. The Act laid a res¬ 
ponsibility on Uie G(:vernm''ju aisd the C* rnmissien le eesssre that 
M'anaging Agents or Managing Direetovb proposed to be CDpoinieJ 
WGi'c ‘'fit and propei'” persons. Toe oidv mnoilAe nvvlerhil (>o wfne!) 
tlie fitness of the person for such appolninicm eon Id he eseortahied 
was his i'eeord as evidenced eithr -- in proceedings in i ospe^;! of breads 
of various control orders or by proved maipraeliecs or dohbei'ai.e 
income tax evasi(,>n. It was nece;-.>ai’y. tl\creIore, that in casr-s where 
prmia jacic there was a doubt about ihe fitness of tlio pre<posed 
managing agen: or maiiugbig director, th;- Crmniissiou :dioe/d pi =- 
coed to make enquiries as to tlie parbeiilar persoivs ameceihahs. 
Government wore howeves’ of the view that no additlo)!:'] d 
cations except those that are spccincally mentioned hi i..h.e Aci. lu-r'd 
be imposed while adjudging pc’.sons as ‘fit an.d propc.*;' for apixrhi 
men! as Managing Agents or Xdainneng DIroebV' ;. 

7. Ttie Commission wouh-* bke h- h on ; /. rd its appreei/iOoi; 
of the co-operation and assistance liiai :7«;>s bcoij extrnded to i\ !'>, 
the Government and this i:as coM-ribuied in no smell measure tr- 
the successful fulTilmcni of the task as.signcd to ii. It is a ina.'‘.cr 
of sa’.isfaction to the Commission thai iis arivice her bv.e:i a'7^:rp;od 
by Government in aj?nost all cases. 

8. Tl^o Commission woukl also like to pl-c^^ on r:;!rord its :A]r .reac¬ 
tion. of the services rendered by Sari T. S, Menoji ^ Shri. N. Pa' :.r 
surarnan who served as Special Ollicers to the Commisison riio 
showed remarkable sense of care and assiduity bo bn in tfio prci r:-ra¬ 
tion of the cases for the CommisisoiA as well as in die implementa¬ 
tion of its decisions. Our lhan.ks are also due to tbe^ :da/i woihAu^ 
under them. 



ANNEXURE ‘A’ to the Report of the Company Law Advisory Com¬ 
mission for the year ended 31st March, 1959. 

Pri'iiciples & criieria followed by the Commission jor disposal of 
applications under various Sections of the Act. 

Section 259: 

The number of directors of a company should not be out of pro¬ 
portion to the size of the unit and the nature of its business. It is 
also necessary to consider whether the proposed increase in the 
strength of the Board was for shouldering additional responsibilities 
and duties cast upon the Board and not simply for accommodating 
financial creditors by offering them directorship. 

Sections 268, 269, 310 & 311- 

(1) In the ca.se of director-managed companies, ordinarily there 
should not be more than one managing director by whatever name 
he may be called. Relaxation is made from this general rule only 
where the size of the company or the nature of its activities justi¬ 
fied entrustmenl of managerial responsibilities to more than one 
director. If a technical director is appointed by the company in 
addition to a managing director, the functions of the technical direc¬ 
tor are closely scrutinised in the light of the objects of the company 
and the managerial powers if any, assigned to him, in order to 
ensure that the company is not attempting to evade the general 
principle of having only one managing director. 

(2) Any group of equity shareholders should not be given the 
right to nominate directors not liable to retire by rotation, as this 
had the effect of depriving the other members holding a majority 
of the shareholdings of their right to elect directors of their choice 
by exercising the voting rights fullj'^ and unreservedly. 

(3) The practice of an officer of Government being appointed as 
Chairman and Managing Director of a company while carrying on 
at the same time his normal official duties was not a healthy trend 
and should be discouraged. 

(4) For fixing the remuneration of managing directors and 
whole-time directors for the first time, regard should be had gene¬ 
rally to financial resources of the company, its dividend record, 
turnover, size of the unit and the nature of its business. 



The extent of the managing directors’ interests in the company 
and the responsibilities shouldered by them should also be taken 
into consideration. Ordinarily, there is no objection to agreeing to 
proposals involving payment of remuneration if it is in coniorinity 
with section 309 and is also within tlie overall limits laid down under 
section 198, unJess there are other factors justifying a reduction. 
When applications from individual companies are considered, the 
practice existing in respect of the particular company is also taken 
into account while deciding the managing director’s remuneration, 

(5) The same consideration as indicated in clause (4) above 
should apply v/ith regard to applications for approv^al to increases 
in the remuneration payable to directors and managing directors. 

(6) Where increase in the remuneration of managing or whole¬ 
time directors is sought with a view to absorbing into the fix'ed 
salaries the element of commission on net profits that they were 
previously receiving, each case has to be carefully considered on its 
own merits, having regard to the past performance of the indi\d- 
duiils, the size of the unit, the nature and extent of its operations, 
its working rc.sults, and the effect of the proposed increase on the 
operation of section 198 in regard to the minimum managerial 
remuneration. Ordinarily the Commission would not advise the 
approval of any proposals for absorption of the element of com¬ 
mission into the basic salary, as in its opinion the salary represents 
the minimum that a person should gel having regard to the resources 
of the company, and his ojRicial rank and position in the company 
whereas the commission element provides an incentive to the indi¬ 
vidual concerned to make every effort to achieve better working 
results. This principle is conducive to the progressive development 
of business of a company. But in cases where the increase applied 
for was allowed, care was taken to see that the element of com¬ 
mission converted into salary did not exceed the average earning 
of the individual concerned by way of commission during the im¬ 
mediately preceding five years. The interest of the company conti¬ 
nued to be the main guiding factor, and each proposal was judged 
from the point of view of whether or not its acceptance would leave 
sufficient incentive with the person concerned to strive for the better 
working of the company. 

(7) Proposals involving payment of remuneration to managing 
directors which may exceed the statutory limits fixed in section 198 
in the event of absence or inadequacy of profits, are considered on 
merits with due regard to the nature of the business of the company 
and functions of the managing directors. The Commission recogni¬ 
ses that even in such cases, the managing directors are entitled for 
the services rendered by them to the company to a certain minimum 
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remuneration irrcbpective ol the ihe company makes. The 

factors taken generally into account in fixing toe remuneration are— 

(a) the magnitude ol Jie company, 

(b) the nature and extent of its opei’ations, 

(c) the number of managing directors and ihe powers assign¬ 
ed to Ihom, 

(d) wliethcn* the remuneration proposed is necessary for the 
eflicient management of the company having regard to 
tiu‘ cemside rations enumerated above, and 

(<d suen other [actors as Vvould make it inequitable Uj apply 
ihc ilmii Oi n:>. oU.OOO in iJie fiarticUiar case. 

Ordinarily It can be ascertained only at Uie c:rid oi; the iinancial 
yero’ t)f the company whether the proposed remuneration payable 
to tin* managing directors etc. will be within the statutory limit of 
(d' Ui(‘ net profits of the company ur not. But since monthly 
.salary and aliowancos payable to the managing director v/ill be 
deemeci io [iO the mmimum remuueratiou in the event of absence or 
inado(iu:.-ey or nrt'his in any year for the junpose of section 198 f4), 
the Commission noccssaidly has to consider all these matteis before 
agrcs’hig to any fixing of remuneration on the pr(>i)c> 3 od scale/i. 

(li) The rc.ruiu.acraUun by way of fxilary r?nd. commission pay¬ 
able to 0 managing'udiole-Ihne director .••hou!d nvi ordinarily 
exceed It;:. 1.1:0,000 per oonam, even if I’:; Ids! a::siagerial re- 
muncr,.i./on wi.s \vu:'l] vrlrhin ihe coidng ol Ih/r of ‘.ka net prolhs 
of llie eo/Wpeny as hud down in section 1P8. 

(0) Managing dii‘'‘Ct^aa, who m'c in recelpl: of monthly salaries 
arui cj:];Uii.b.siaii on. uol nrofhsj should nut be alluvced to draw any 
additional guazantcod jviiaimnm xcmuneiaition besides th^dr mon¬ 
thly sabriivp in lha event c?r absence or in.adequacy of prciits. 
Similai'ly, ihe ccsnindssKnt on net profits payable to the ordinary 
directors ::;]iould not be subject to any stipulated minimum remu- 
neTatiori. 

;!0) In regard to ap])oinfments of managing directors, conse¬ 
quent on the j-esignation of nnn,aging agents, the Commission 
usird'y i tipulated that the prono.rad managing director should not 
sutbPi ment his oa.niing.s directly or indirectly, by any buying or 
Sfd!:;..;g commission, through the rubsequent appointment by the 
comp.iny of their former managing agents as their sole selling or 
buying agents. 

(M) Directors of companies who are also directors or partners 
®.L the managing agents of such cc:’npanies should not ordinarily be 
permitted to receive any .separate remuneration from the managed 
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co^Tipanies by v/ay of stipulated coniuni-si;.;'! not profits oi’ other 
wise. 


(Jw) N<.;.Tmdl)\, ■aii'ly payni^nis should not be alloivcd to 

direeto!-s who are noitiior wlioie-time directors r\or are re^idoring 
any specific services to Hie ctsnp-irjy, 'inis is paTiiculMrly obiection- 
m tlic cdsc.‘ ()* a C''’ir!p;jny naving ;• ccie ;r ’'ortnag- 

ing directed- for irianagijig its affairs. 


(lo) .Payment (d bf):).us to dirc\''1.ors and ■ (»!.’ rnaner-er. .'>[ a com¬ 
pany is favcn.irably con si dr-red if h is on the same rale as allowed 
to the oHicr mnployees of the company. Ordinardv, h >nus of only 
two movdhs' salarv is allowed to hf- ardd to r!da;;'-rs an^/or 
mana.^ers on 11 k- abov(: basis and before any bonus is actoaliv paid, 
the sr-rmany is advisod 1o obtain specific apprnral of Gen^ornment. 

(14) '.he s.igri,i.’.;g of sh;;re certincatos .is a. part of the duties od' 
a dr'’cct-:ir and in the ordinary cciurse, no re)vmne?’ation should be 
payai.)]e u)r tho pin^pw'c except in the case of speeird Js.-tfes involv¬ 
ing Uio signing of a larG'e number of sbare c’or1in'’a1es. Even in 
such special cn^cs, payment of remuneration ^:bould be di;-:ceijraged. 

fP)) Proposals f(*r increases in silting mas o!‘ dirociors or da-rl 
conveyance or othca* allowances are considered rm the .merits of :c,d) 
case. Tn such cases, (/wlinarl!'/, the judgement of the rbrrchohlers 
the guiding .(• (.‘toj*. eaeont 'A'hore tho increar.o p'’-»no.;''d is urfrer?. 
fecic grossly excessive having regard to the v)rcvieLis scales ef fees 
and allowances. 


(16) There is no .dojerrtion to payment of commission on oof, 
profits to the non-working directors of a company in accordance wuth 
section 309(4) of the Act. provided that the directors have I'oen 
getting such commission before or tho Commission is salisHed in tl;e 
circumstances of the eompany and tho responsibilities shouldcrr'd 
by the directors that payment of such a comn-ission is only Tair 'ved 
equitable. .Tt however .stipulated that Ihe ceminissinn .‘^o paid 
should be divided equally between all the directors or In such pro¬ 
portion as the dij-eclors may unanimc»us]y decide in each case. 

Sections 326, 328, 329, 332. 313 345, 348 and 352. 

(1) Under section 326, one of the conditions precedent for the 
appointment of a managing agent is that the managing agent pro¬ 
posed is a ‘fit and proper’ person for such appointment. Thai 
section also requires that the Central Government shall not accord 
approval to the appointment unless it is satisfied that it is not 
against the public interest to allow the company to have a managing 
agent. Tn order to determine whether a particular applicant salis- 
■fies this pre-requisite, the Commission considers the matter bearing 
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in mind whether the person in question suffers from any of the 
disabilities and disqualifications laid down in the various sections 
of the Act. The objections, if any, received from the shareholders 
arc in this particular context closely scrutinised and, if necessary, 
the parties examined to enable the Commission to come to a con¬ 
clusion that the person proposed to be appointed has not been 
guilty of conduct which would make him undesirable to be i:)laGod 
in a position of trust. 

(2) As regards applications for appointment or re-appointment 
of managing agents where the Commission came across any ins¬ 
tance in which a partner or member of the managing agency firm 
or company was involved in any case pending in the Sessions 
Courts, the advice of the Commission would be that the proposal 
could be favoural'jly considered only if the concerned person was 
dropped from the agency firm or company as the case may be. 

(3) Under section 348, Parliament has fixed 10';f as the maximum 
permissible commission on not profits payable to managing agents. 
The commission accepts that this ceiling should be deemed to be a 
reasonable norm for assessment of the return duo to the managing 
agents for services rendered and consequently it Ivas nc>t so far 
prescribed a scale of varying percentages applicable to companies 
of different size and carrying on different types of busiiuess. This. 
h(uvever, does not mean that managing agents who were in receipt 
f>f a lower percentage than 10 should automatically be allowed to 
vary their terms in oi’der to enable them to draw 10 per cent and 
accordingly, the Commission would not consider such proposals in¬ 
volving increases in the commission payable to the managing 
agents merely because such increased remuneration is permissible 
under the Act, unless the proposals are supported by compelling 
corroboratory evidence. 

(4) While considering increase in the percentage of commission 
on net profits to a managing agent, the Commission also bears in 
mind the past sacrifices, if any, made by the managing agent. 

(5) With regard to payment of minimum remuneration to 
managing agents in the case of absence or inadequacy of pro¬ 
fits, determination of a reasonable remuneration in a particular 
case would essentially depend on the facts of the case and in 
computing such minimum remuneration which the managing agent 
may be paid, the Commission inter-alia takes into consideration the 
following factors^—the nature of the business, the financial resources 
of the company, the ability of the managing agents as disclosed by 
their past performances, standards of efficiency of both manage¬ 
ment and workers, management-labour relations, handicaps arising 
out of the disadvantageous location of factories, availability of raw 
materials, transport problems, etc. 
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Subject to these general guiding principles the Commission has 
accepted the basic working formula oi a minimum remuneration 
, ranging from Rs. 7,500 per annum for a company with a total effec¬ 
tive capital of Rs. 5 lakhs or less to Rs. 50,000 per annum, the 
maximum provided for in section 198(4), to a company with a total 
effective capital of over Rs. 150 lakhs. The expres.sion ‘effecti\^e 
capital’ is, for this purpose, taken lo mean the? total of the paid-up 
capital of the company, debentures, loans and overdrafts, deposits, 
reserves, subsidies received from the Government, if anv, and profit 
carried forward less investments (not being short-term deposits) 
and loans made by the company. ‘Loans and over-draits’ should 
in this context be understood to mean long term, loans or loans for 
capital expenditure. In cases of doubt that the amount of over¬ 
drafts from banks indicated in the balance-shecu^ etc., is not genuine 
and that it is indicated only with a view to inllating the pR’cci i\c 
capital, the Commission makes further enquiries. 

Where the nature of the industry is such that the paid-up capital 
is ordinarily low, but the sales are considerably in excess of the 
capital employed, a weightage is given to this fact. Special 
weightage is given in the case of .scientific or literary underlalcing.^ 
and those engaged in pioneering work. The number of partners to 
divide the remuneration in the case of a managing agency firm is 
also kept in view. Likewise, the minimum to meet the nee‘d;s of Uie 
persons in charge, particularly in costly places like Bombay, Cal¬ 
cutta, Madras and other places where the cost of liviog is very 
high, is taken into consideration. Where the industry is locrated in 
places not easily accessible, that fact also is kept in vow. As a 
change-over is taking place in concepts of managerial responsibi¬ 
lities and remuneration, and as the new Act cuts down \hc rt^inu- 
neration in some cases very drastically, the Commission keeps in 
view the remuneration previously drawn, so that the cut is not tfu) 
drastic; as for example, where the managing agent ni a company 
would have been entitled to Rs. 50,000 or more as 10 per cent com¬ 
mission on the net profits of the company calculated in accordance 
with sections 349—351 of the Act in each of the years 1954, 55 and 
56, the minimum remuneration payable to .such managing agent 
may be fixed at Rs. 50,000 irrespective of the other factors. 

(6) Ordinarily, where a company is managed by a managing 
agent or secretaries and treasurers, it should not have a managing 
director or manager also. 

(7) Directors or partners of managing agents should not be allow¬ 
ed to draw separate remuneration from managed companies in other 
capacities over and above the remuneration drawn by the managinsr 
agents as such. 
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(C) With regard to remuneration payable to managing agents of 
private companies, the Commission is of the opinion tliat the remu¬ 
neration payable to them, where the partners of the managing 
agent or the shareholders of the managing agency company as the 
ease may be, hold not less than 80% of the capital of the managed 
company, should be fixed at a figure which, in whatever way ex¬ 
pressed, sMould not exceed 20% of the net profits of the company 
calculated in accordance with sections 349—351 of the Act. 

Sec fi Oil 34(j 

(ij When the change in the constitution of the agency firm or 
company, as tlie case may he, amounts lo a change in the controlling 
hnerest In iiie managing agents, the ComiTiiMsion ordinarily requires 
the Uumsged conijcirues also to approve such change by a special :re- 
:><)lu(ion in order that the shareholders of the latter company may 
al:si. h ive a o:’ /oco^Cii.ng v/helher they agree to the new set- 

lip^ of the managing agent or not. The Commission, where it coiV' 
sidcr.s fair and reasonable, also lays down conditions regarding 
Lr rnnsfcr of sfaues and the prices at wliich fraasfer takes place. 

(:?.) All}/ change in the constitution of a managing agency com- 
pmry caused L;»y the transfer of more than 50%^ of its shares to 
L-n'Vpr-iv:' c'.rripany r.o as to make if a subsidiary of the latter company, 
should he vpprcjvecl only if the holding company concerned under¬ 
took:, jy ;.K\vus of a resolution in general meeting, to guarantee 
th.' oh’servance and performance by- its subsidiary of the latter's 
inanriging agency obligations irn,dcr the various jnenaging agency 
ugreenrants with the companies lUKha; its management. 

(3) In. cases invf.dving conversion of public companies into private 
c^tmpanh's the Commis.' ion ordinarily has no objection to the pro- 
provid^^d all the shareholders of the company give their 
consf'nt to the (’(diversion. 

Section 377 

The rnanagmg agent of a company should not be given the right 
to nominate tho; Chairman of the Board of Directors. The 
Chairman should always be elected by the directors as, by having 
an elected Chairman, it wnruld be more conducive to the fairness of 
the proceedings as also to the objectivity of the person occupying the 
chair. Where, however, there was already a provision in the Arti¬ 
cles of a company or in the agreement with its managing agent con¬ 
ferring on the latter the right to nominate the Chairman, such pro¬ 
vision was allowed to continue. 

Section 408 

In considering applications under section 408, it has been the 
policy of the Commission to make all possible enquiries into the 
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various allegations made by the applicants and to give personal 
hearings to all the parties concerned in order to ascertain their res¬ 
pective view points, and then offer advice to the Government. The 
object of this section is not to permanently thwart the majority 
from working out its own rights and policies but that it is meant only 
as a temporary remedy to prevent any immediate acts of oppression 
deliberately made or acts done with the motive of prejudicing the 
interests of the company, 


Section 409 

(1) The mere fact that the management in power has been a 
good one does not by itself warrant freezing of the Board of Direc¬ 
tors on an application by it, if the Commission is convinced that the 
new shareholders are in a position to provide equally competent 
management. Moreover, even if an order is issued under this 
section, it can provide at best only an interim remedy, since the 
majority shareholders cannot always be baulked of their right to 
elect a Board of their own choosing and prevented from having a 
say in the management in proportion to the voting rights they con¬ 
trol. 

(2) Where the existing management was not good and there 
was nothing specific against the incoming persons, no order under 
section 409 need be issued but the matter might be left to the deci¬ 
sion of the shareholders of the company. 

(3) Where both the existing management and the incoming 
management were reputedly good, there was no need for inter¬ 
ference by Government under section 409. 

(4) Where there was nothing unfavourable against the existing 
management nor against the incoming persons in the records before 
the Commission, interim protection might be given to the existing 
management by issuing an interim order and further enquiries in- 
stituated immediately thereafter to enable a final decision to be 
taken. 

(5) Where the existing management was good and nothing was 
known about the incoming persons, an interim order as under (4) 
above might issue and further enquiries instituted immediately 
thereafter. 

(6) Even if any interim order was issued under section 409(1) 
of the Act, the Commission would advise Government to confirm 
that order only if the Commission was satisfied that the existing 
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management proved positively that the incoming persons would not 
be able to manage the company. 

(7) Where, in respect of a company in which action under 
section 409 has been prayed for by the applicant, the Court was also 
seized of the matter and has issued injunctions against any change 
In the Board of the Company, the Commission would not advise anv 
action under Section 409. 
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ANNEXURE “B”—(Please see para 4 of the Report) 

Number of Proposals under different sections of the Companies Act, 
1956, received, disposed of etc., during the period from 1st 
April, 1958 to 31st March, 1959. 


Sections 




Number 

of Applications 


Opening 

Balance 

Received 

Total 

Disposed 

of 

Balance 

259 , 



,, 

25 

25 

24 

I 

268 . 



.. 

44 

44 

44 

•• 

269 . 



5 

183 

188 

184 

4 

310 . 



10 

297 

307 

305 

2 

311 . 



. • 

16 

16 

16 

• • 

326 . 



6 

46 

52 

51 

1 

329 . 



8 

92 

100 

100 

•* 

346 . 



2 

266 

268 

268 

•• 

352 . 



•• 

1 

1 

1 


343 . 






•• 


408 . 



1 

3 

4 

4 

•• 

409 . 



•• 

1 

1 

1 

•• 


Total . 

• 

32 

974 

1,006 

998 

8 
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ANNEXURE “C”—(Please see para 5 of the Report) 

Number of Proposals under different sections of the Companies Act, 
1956, received, disposed of etc., during the three-year period 
from 1st April, 1956 to 31st March, 1959. 

Number of Applications 

Sections -— 


Received Disposed Balance 
of 


259 . 

. 

, 







128 

127 

1 

268 . 


• 

. 


. 

. 



216 

216 

.. 

269 . 









579 

575 

4 

310 . 









1,192 

1,190 

2 

311 . 









66 

66 

.. 

326 . 






• 



417 

416 

1 

329 . 









716 

716 

• • 

346 . 






• 



894 

894 

• • 

352 . 






• 



12 

12 


343 , 









7 

7 


408 . 









14 

14 


409 . 


. 

, 

, 





10 

10 

.. 


Total 


4,251 


4,243 


8 
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STATEMENT I 
New Remtrnthns (1954-5^) 

(Authorised Capital in lakhs of Rs.) 


Public Companies Private Companies Total Companies Number 

Companies 

Year No. Authorised No. Authorised No. Authorised limiieJ 

Capital Capital Capital by 

guarantee 

' Rs. Rs. Rs. 

Associations 
not for 
profit 


1 

2 

3 

4 

5 

6 

7 

8 

1954-55 . 

211 

1,69,54 

992 

56,44 

1,203 

2,25,98 

61 

1955-56 . 

186 

67,89 

1,262 

89,05 

1,448 

1,56,94 

68 

1956-57 . 

84 

54,13 

764 

1,56,52 

848 

2,10,65 

29 

1957-58 . 

65 

52,74 

896 

49,97 

961 

1,02,71 

38 

1958-59 . 

58 

58,68 

1,037 

2,25,68 

1,095 

2,84,36 

39 


Note ‘.—Figures are from the Monthly Blue Books on Joint Stock Compani.’s in India. 
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STATEMENT II 


New Registrations: State-wise Distribution (1956-59) 




1956-57 


1957-58 


1958-59 


State 


Pub- 

Pri- 

Total 

Pub- 

Pri- 

Total 

Pub 

■ Pri- 

Total 



lie 

vatc 


lie 

vate 


lie 

vatc 




No. 

No. 

No. 

No. 

No. 

No. 

No. 

No. 

No. 

1 


2 

3 

4 

5 

6 

7 

8 

9 

10 

Northern Region 











Punjab 

. 

4 

25 

29 

2 

27 

29 

1 

30 

31 

Rajasthan 

. 

6 

7 

13 

2 

7 

9 

2 

14 

16> 

Uttar Pradesh . 

. 

4 

34 

38 

.. 

36 

36 

2 

32 

34 

Delhi 

Himachal Pradesh 

• 

3 

109 

112 

2 

115 

117 

4 

126 

1301 

Total . 

• 

17 

175 

192 

6 

185 

191 

9 

202 

211 

Eastern Region 


1 

8 








Assam 

• 

9 

1 

20 

21 

.. 

17 

17 

Bihar 

. 

3 

14 

17 

1 

17 

18 

1 

21 

22 

Orissa 

• 

. • 

6 

6 

. . 

22 

22 

2 

19 

21 

West Bengal . 

Manipur . 

• 

29 

111 

301 

20 

339 

359 

22 

342 

364 

Tripura . . • 

• 

•• 

1 

1 

•• 

•• 

•• 

•• 

•• 

• • 

Total 

• 

33 

301 

334 

22 

398 

420 

25 

399 

424 

Western Region 


18 









Bombay . 

• 

152 

170 

11 

180 

191 

12 

228 

240 

Madhya Pradesh 

• 

1 

4 

5 

1 

6 

7 

•• 

14 

14 

Total 

• 

19 

156 

175 

12 

186 

198 

12 

242 

254 

Southern Region 











Andhra Pradesh 

• 

1 

8 

9 

3 

15 

18 

1 

18 

19- 

Kerala . 

. 

5 

37 

42 

10 

29 

39 

4 

43 

47 

Madras 

. 

9 

82 

91 

9 

71 

80 

5 

108 

113 

Mysore • • 

• 

•• 

5 

5 

3 

12 

15 

2 

25 

27 

Total 

• 

15 

132 

147 

25 

127 

152 

12 

194 

206 

Grand Total . 

• 

84 

764 

848 

65 

896 

961 

58 

1,037 

1,095 


Note.— Figures are from the Monthly Blue Books on Joint Stock Companies. 
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STATEMENT HI 
Companies at work (1954-59) 


(Paid-up Capital in Crores of Rupees) 




Companies with Share Capital 


Companies 

Limited 

by 

Year 

Public 

Private 

Total 

gUaiciiiiwv 

and 


No. 

Paid-up 

Capital 

No. 

Paid-up 

Capital 

No. 

Paid-up 

Capital 

tions not 
for profit 

1 

2 

3 

4 

5 

6 

7 

8 

1954-55 . 

. 10,056 

6,61*3 

19,569 

3,08-3 

29,625 

9.69*6 

1,268 

1955-56 . 

. 9,575 

6,90*4 

20.299 

3,33-8 

29,874 

10,24*2 

1,394 

1956-57 . 

8,810 

7,14*6 

20,547 

3,63*0 

29,357 

10,77 *6 

1,364 

1957-58 . 

. 8,266 

7,54*2 

20,017 

5,45*9* 

28,283 

13.00*1* 

1,356 

1958-59 . 

. 7,760 

7,84*1 

19.719 

7,25*7** 

27,479 

15,09 • 8* ♦ 

1,323 


* Includes Rs. 155*7 crores paid-up capital of the Hindustan Steel Ltd. 


♦•Includes Rs. 3,00*0 crores paid-up Capital of the Hindustan Steel Ltd. 

Note :—Figures for 1954-55 to 1956-57 arc the revised final figures from the i^nual 
Statistical Returns while the figures for 1957-58 and 1958-59 have been cstin^ted 
on the basis of data published in the Monthly Blue Books and are provisional 
and liable to revision. 
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STATEMENT IV 

State-wise Distribution of Companies at work (1956-59)^ 


States and Territories 



1956-57 

No. 

1957-58 

No. 

Provisional 

1958-59 

No. 

Provisional 


1 





2 

3 

4 

Andhra Pradesh 

« 





568 

530 

461 

Assam 





» 

369 

360 

343 

fiihar 






491 

490 

475 

Bombay 






5.597 

5,544 

5,600 

Kerala 






1,236 

1,207 

1,141 

Madhya Pradesh 






470 

432 

376 

Madras 






2.335 

2,292 

2,281 

Mysore 






795 

723 

665 

Orissa 






186 

198 

191 

Punjab 






1,027 

864 

195 

Rajasthan 






520 

487 

440 

Uttar Pradesh 






1,524 

1,413 

1,283 

West Bengal 


• 



• 

12,661 

12,267 

11.911 

Delhi 

. 

• 




1,546 

1.448 

1,493 

Himachal Pradesh 

. 




11 

9 

9 

Manipur 

• 



• 

• 

8 

8 

7 

Tripura 

• 

• 


• 

• 

13 

11 

8 


Total 

• 

• 

• 

• 

29,357 

28,283 

27,479 


Note:— For Figures see Note to Statement 111. 










149 

STATEMENT V 

Companies Ceased to work (1954-5^0 


1 


1954- 55 

1955- 56 

1956- 57 

1957- 58 

1958- 59 


938 

901 

1,135 

1,983 

1.925 


Note: (1) Figures for 1954-55 to 1956-57 are the revised final figures from the Annual 
Statistical Returns, while the figures for 1957-58 and 1958-59 are from the 
Monthly Due Books on Join.. Stock Companies and arc provisional and liable 
to further I hanges. 

(2) Figures include companies reported to have gone *nto liquidation and those struck 
off the registers for being moribund or defunct, 
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STATEMENT VI 

Utatem^ni sh-wing the pafd-i/p Capital raised* by the Companies at work in India (1956-59) 

(Capital in lakhs of Rupees). 






New Cos. 

Existing 

Cos, 

Total 

Total capital raised in : 

1956-57 




12,96 

65,18 

78,14 

1957-58 . . 

• 

. 

• 

4,58 

2,30,44 

2,35,02 

1958-59 

• 

• 

• 

4,86 

2,22,53 

2,27,39 

Total 

• 

• 

• 

22,40 

5,18,15 

5,40,55 


*Does not take into account capital lost in /esp:^t of companies ceased to work. 
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STATEMENT VII 

Cites considerej and disposed of by the Central Government under miscellan?OHS Section 
of the Companies Act, 1956 during 1958-59. 


Section 


Cases 

Approved 

Rejected 

Outstan- 

Nature of Reference 

considered 

or not 

ding 





proceeded at the end 





with 

of the 






year 

1 

2 

3 

4 

5 

6 

2d 

Power to declare a name of a 






company undesirable 

13 

8 

5 

.» 

21 

Approval to change in name of 




25 


a company 

202 

127 

50 

22 

Approval to change of name of 






a company with a view to 
rectification of its name 

7 

3 

4 


25 (/)Power to dispense with the word 






limited in the name of chari¬ 
table or other company 

44 

15 

21 

8 

(ii) Exemptions; 

(Hi) Alterations to Memorandum 

16 

15 

1 

' * 


and Articles of Association 

44 

37 

7 


79 

Power to permit issue of shares 



1 



at a discount higher than 10% 

1 


.. 

.167 

Power to call Annual General 



20 



Meeting 

31 

4 

7 

:o8 

S motion to payment of interest 






out of Capital, also right 
to lay down rate of interest 

3 

2 


1 

211(3) 

Power to exempt any class of 






companies from complime - 
with the requirem:nts 

of Schedule VI (form of 
Balance Sheets) 

3 


2 

1 

211(4) 

Power to modify any of the re- 





quirements of Schedule VI 
«'n relation to any company 

2: 

7 

13 

1 


2 l 2 rs 

Power to exempt a holdin t 






company from the require¬ 
ments of including in its 
Balance Sheet certain parti¬ 
culars as to its subsidiaries . 

5 

.s 



213 

Power to permit the postpone- 






ment of the submission of 






accounts to a general meet¬ 
ing and holding of annual 
general meeting or making of 
annual return in respect of 






a holding company or its 
subsidiary 

2 

2 



:224(3) Powe * t^ appoint auditors of a 
company 

(619(2) Appointment of Auditors of 

82 

125 

55 

93 

18 

5 

9 

27 


Government Companies . 


Total . 

599 

373 

147 

79 
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STATEMENT IX 


Cases in which notice under section 400 has been served on and representation 
made by the Central Government during 1958-59 


S. No. 

Name of Company 

1 .Whether Whether 

I Irepresen- disposed 

i Name of i tation of by the 

i High Court 1 made High 

i i or not Court 

1 i or not 

i 

j 

1 If disposed of— 

' verdict of the Court 

i 

1 

2 

j 3 i 4 

5 

6 

1 


1 Midas India (Private) Calcutta 
Limited. 


2 South Jambad Coal Co. Calcutta 

(Private) Limited. 

3 Akola Electric Supply Bombay 

Company Ltd. 


4 British India Corporation Allahabad 
Limited. 


5 The Morning Star (Private) Kerala 

Limited. 

6 Osier Electric Lamp Calcutta 

Manufacturing Com¬ 
pany Limited. 


7 Narain Food Products Allahabad 
Ltd. 


No Yes Court appointed a Special 

Officer with specific 
directions to end dis¬ 
pute. 

No No 


No Yes The case was by the 

consent of the parties 
dismissed by the Court. 

Yes No As an interim measure. 

the Court suspended 
the existing Board of 
Directors and appointed 
a new Board of Direc¬ 
tors consisting of 10 
members including one 
nominee of Min. of 
C & I, (Deptt. of CLA). 
The final orders of the 
Court are yet to be 
passed. 

Yes No 

Yes Yes The Court on 12-8-58 

removed the existing 
Board of Directors and 
appointed a Special 
Officer to take charge of 
the affairs of the com¬ 
pany and to manage 
it. The Court also 
terminated the agree¬ 
ment if any, entered 
into between the com¬ 
pany on one hand and 
the Directors and the 
Managing Director on 
the other. Later on an 
application from the 
cr^itors of the Com¬ 
pany, the company was^ 
ordered to be wound up. 
Petition under Section; 
397 & 398 was not 
pressed through. 

Yes No 


(Statement— cofitd,) 
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.Statement IX -contd. 


1 

2 3 

4 

5 

6 

8 

Nasco Products (Private) Calcutta 
Limited. 

No 

Yes 

Applications were dis¬ 
missed as withdrawn. 

9 

Technicians* Studios Calcutta 

Private Limited. 

No 

Yes 

Case settled amongst the 
parties. 

iO 

Ivan Jones Limited . Calcutta 

Yes 

No 

•• 

n 

Shankara College Asso- Kerala 
ciation 

No 

No 

•• 

12 

F & C Osier (India) Calcutta 
Private Limited. 

Yes 


The petition under Section 
397 & 398 was abon- 
doned as the Court on 
another petition for 
winding up ordered the 
company to be wound 
up. 

13 

MogaTraspjrt Company Punjab 
(Private) Limited. 

No 

Yes 

The petition for winding 
up dismissed by the 
Court. 

14 

Aero Agsncies Limited . Bombay 

No 

No 

., 

15 

M/s. New Friends & Co. Delhi 
(Private) Limited. 

No 

No 

•• 

16 

Sewak Bus & Transport Punjab 
Company (Private) Ltd. 

No 

Yes 

Petition dismissed as it 
. was not proceeded with. 

17 

Jaipur Vastra Vyapar Rajasthan 
Sangh Limited. 

No 

No 

•• 

18 

Malhout Transport Co. Punjab 
Limited. 

No 

No 

•* 

19 

Vishnu Sugar Mills Co. Bombay 
Limited. 

No 

No 

•• 

20 

Morvi Vegetable Products Bombay 
Limited. 

Yes 

No 

•• 

.21 

Janta Motor Transport Punjab 

Co. (Private) Ltd. 

No 

No 

•• 

22 

Vaneja Textiles Ltd. . Kerala 

No 

Yes 

Petition dismissed. No 
cost. 

23 

Surat Dairy Co. Ltd. . Bombay 

Yes 

.. 

Compromised. 

24 

Radionics Agencies (Pri- R^asthan 
vate) Limited. 

No 

No 

•• 

25 

Mahataxmi Mills Com- Rajasthan 
pany Limited. 

No 

Not 

known 

•• 

26 

Kaithal Cotton, & General Punjab 

Mill Company Limited. 

Yes 

No 

•• 

27 

Antaparkar Vaisham Bombay 

Payam & Company 

Limited. 

No 

No 


28 

New Valley View Trans- Punjab 
port (Private) Limited. 

No 

No 

•• 

29 

Bishar Steel (Private) Calcutta 
Limited. 

No 

No 

•• 

30 

Good Earth (Agencies) Delhi 
Private Limited. 

No 

No 

•• 


STATEMENT X 

Investigation eases which were currently in progress as on 1-4-1958 
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STATEMENT XI 

Investigation cases ordered under the Compatnes Act 1956 during the period from 1-4-58 to 31-3-59 
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STATEMENT XD 

Statement showing the Statistics of Prosecution cases for the year 1958‘59 
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STATEMENT Xni g 

Utt of Government Companies as uptodated to iist March, 1959 


SI. 

No. 

Name of Company 

Class of 
Company 
Public/ 
Private 

State of 
Registration 

Date of 
Registra¬ 
tion 

Authori¬ 

sed 

Capital 
(Rs. in *000) 

1 

2 

3 

4 

5 

6 

*1 

Arabinda Tin Factory Ltd. 

Private 

Orissa 

31-3-59 

1,33 

2 

Ashoka Hotels Ltd. • 

Public 

Delhi 

17-10-55 

1 ,00,00 

3 

Balanga Iron Works Ltd. 

Private ji 

Orissa 

27-3-58 

2,80 

4 

Bangalore Ex-Servicemen's 
Transport Co. Ltd. 

Public 

Mysore 

2-1-53 

5,00 

5 

Bank of Aundh Ltd. 

Public 

Bombay 

1-5-44 

5,00 

6 

Barbati Fruit Products 

Private Ltd. 

Private 

Orissa 

31-3-58 

20 

7 

Bharat Electronics Ltd . 

Private 

Mysore 

21-4-54 

10 ,00,00 

8 

Bhavnagar Public Dairy Ltd. 

Public 

Bombay 

28-6-55 

10,00 

*9 

Chilka Cashew Manufactu¬ 
ring Co., Ltd. . 

Private 

Orissa 

20-3-59 

50 

10 

Cuttack Iron & Steel Products 
Private Ltd. 

Private 

Orissa 

15-3-58 

75 

11 

Eastern Shipping Corpora¬ 
tion Ltd, 

Public 

Bombay 

24-3-50 

10 ,00,00 

12 

Export Risks Insurance 

Corporation Ltd. 

Private 

Bombay 

30-7-57 

5,00,00 

13 

Fertilizers and Chemicals 
CTravancore) Ltd. 

Public 

Kerala 

22-9-43 

5,00,00 

14 

Forest Industries (Travan- 
core) Ltd. 

Public 

Kerala 

10-8-46 

25,00 

15 

Oanganagar Sugar Mills Ltd. 

Public 

Rajasthan 

20-1-45 

1 ,00,00 

16 

Oondal Public Dairy Ltd. 

Public 

Bombay 

2-3-56 

5,00 

17 

Gondwana Paints and 

Minerals Ltd. . 

Public 

Bombay 

17-6-46 

2,000 

18 

Government Telephones 

Board Ltd. 

Private 

DcUii 

n-11-40 

10 ,00,00 

*19 

Hansanath Ceramic Indus¬ 
tries Ltd. 

Private 

Orissa 

30-3-59 

45 

20 

Heavy Electricals Ltd, 

Private 

Madhya 

Pradesh. 

29-8-56 

i'30,00,00 

*21 

Heavy Engineering Corpora¬ 
tion Ltd. 

Private 

Bihar 

31-12-58 

50,00,00 

22 

Hindustan Aircraft Ltd. 

Private 

Mysore 

23-12-40 

18,00,00 

23 

24 

Hindustan Antibiotics Ltd. . 
Hindustan Cables Ltd. 

Private 

Private 

Bombay 

West Bengal 

30-3-54 

4-8-52 

4,00,00 

3 ,00,00 
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statement XlII (cond .) 


1 

2 

3 

4 

5 

6 

25 

Hindustan Housing Factory 
Ltd. .... 

Private 

Delhi 

27-1-53 

75,00 

26 

Hindustan Insecticides 

Ltd. 

Private 

Delhi 

11-3-54 

1,00,00 

27 

Hindustan Machine Tools 
Ltd. 

Private 

Mysore 

7-2-53 

12,00,00 

*28 

Hindustan Salt Company 
Ltd. .... 

Private 

Rajasthan 

12-4-58 

1,00,00 

29 

Hindustan Shipyard Ltd. . 

Private 

Delhi 

21-1-52 

10,00,00 

30 

Hindustan Steel Ltd. 

Private 

Delhi 

19-1-54 

3,00,00,00 

31 

Hyderabad Gold Mines Com¬ 
pany L'd. (name changed 
to Hutti Gold Mines Co. 

Ltd.). 

Hyderabad Pictures Ltd. 

Public 

Andhra 

8-7-47 

85,71 

32 

Public 

Mysore 

Andhra 

Pradesh. 

2-6-58 

8-1-48 

17,14 

33 

Indian Bobbin Co., Ltd. 

Public 

Uttar Pradesh 

22-2-24 

11,24 

*34 

Indian Handicrafts Develop¬ 
ment Corporation Ltd. 

Private 

Delhi 

11-4-58 

1,00,00 

35 

Indian Rare Earths Ltd. 

Private 

Bombay 

18-8-50 

1,00,00 

*36 

Indian Relineries Ltd, 

Private 

Dcllii 

22-8-58 

30,00,00 

37 

Indian Telephone Indus¬ 
tries Ltd. 

Private 

Mysore 

25-1-50 

4,00,00 

38 

Indian Turpentine & Rosin 
Company Ltd. 

Public 

Uttar Pradesh 

22-2-24 

12,00 

39 

Jamnagar Public Dairy Ltd. . 

Public 

Bombay 

20-2-56 

10,00 

40 

Jammu and Kashmir Bank 
Ltd. 

PubJ ic 

J. & K. 

1-10-38 

30,00 

41 

Kalinga Ceramic Industries 
Private Ltd. 

Private 

Orissa 

(7-3-58 

5,00 

42 

Kalinga Foundry Ltd. 

Private 

Orissa 

25-3-58 

5,00 

43 

Kalinga Fruit Products 

Ltd. 

Private 

Orissa 

26-3-58 

20 

♦44 

Kalinga Steel & Wire Pro¬ 
ducts Ltd. 

Private 

Orissa 

31-3-59 

2,25 

45 

Kerala Cycles Private Ltd. 

Private 

Kerala 

10-3-58 

5,00 

♦46 

Kerala Water Transport 
Corpn.Private Ltd. 

Private 

Kerala 

18-4-58 

1,00,00 

♦47 

Kohinoor Aluminium Pro¬ 
ducts Ltd. 

Private 

Orissa 

28-3-59 

1,00 

48 

Konark Processing Works 
Ltd. 

Private 

Orissa 

17-3-58 

90 

49 

Kulu Valley Transport 

Private Ltd. 

Private 

Puiyab 

12-7-41 

5,00 

50 

Madhusudan Chemical Indus¬ 
tries Lid. 

Private 

Orissa 

15-3-58 

60 



Statement Xm (contd.) 
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1 

2 

3 

4 

5 

6 

51 

Madras Industrial Invest 






ment Corporation Ltd. 

Public 

Madras 

26-3-59 

2.00,00 

52 

Mayurbhanj Oil and Oil 
Proudets Ltd. 

Public 

Orissa 

23-5-46 

2,00 

53 

Mayurbhanj Spinning and 
Weaving Mills Ltd.. 

Public 

Orissa 

22-5-47 

75.00 

54 

Mayurbhanj Textiles Ltd. 

Public 

Orissa 

15-4-53 

25-9-42 

5,00 

*55 

Monorama Foundry Works 
Ltd. 

Private 

Orissa 

25-6-53 

31-3-59 

2.50 

56 

Mysore Fruit Products Ltd. . 

Public 

Mysore 

12-12-57 

10,00 

57 

Mysore Lac & Paint Works 
Ltd. 

Public 

Mysore 

4-11-47 

20.00 

58 

Mysore Sugar Co. Ltd, 

Public 

Mysore 

30-1-33 

25,00 

59 

N ihaa Foundry Ltd. . 

Private 


20-10-52 

1,00,00 

60 

Nangal Fertilizers <% Chemi' 
cais Ltd. 

Private 

Pradesh. 

Punjab 

27-2-56 

30.00.00 

61 

National Coal Development 
Corporation Ltd. 

Private 

Bihar 

5-9-56 

50,00,00 

62 

National Industrial Develop¬ 
ment Corporation Ltd. 

Private 

Drihi 

20-I0-.54 

LOO.OO 

63 

National lustra nents Ltd. 

Private 

WeU Bengal 

26-6-57 

3,00,00 

*64 

National Mineral Develop¬ 
ment Corparation Ltd. 

Private 

Delhi 

15-11-58 

15,00,00 

65 

National Projects Constme- 
tion Corporation Ltd. 

Private 

Delhi 

9-1-57 

2,00.00 

66 

National Research Develop¬ 
ment Corporation of dia 

Lid. 

Private 

Delhi 

31-12-53 

1.00,00 

67 

National Small Industries 
Corporation Ltd. 

Private 

Delhi 

4-2-55 

50,00 

68 

Neyvcii Lignite Corporation 
Ltd. .... 

Private 

Madras 

14-11-56 

25,00,00 

69 

Nizam Sugar Factory Ltd. . 

Public 

Andhra 

17-4-37 

2,00,00 

70 

Orissa Boat Builders Private 
Ltd. 

Private 

Pradesh 

Orissa 

18-3-58 

90 

71 

Orissa Electrical Manufac¬ 
turers Ltd. 

Private 

Orissa 

31-3-58 

5.‘00 

72 

Orissa Foundry Company 
Private Ltd. 

Private 

Orissa 

27-3-58 

2,75 

*73 

Orissa Fruit Products 

Ltd. .... 

Private 

Orissa 

7-4-58 

20 

74 

Orissa Mining Corporation 
Ltd . . 

Private 

Orissa 

16-5-46 

50,00 

75 

Orissa Road Transport Co. 
Ltd. 

Public 

Orissa 

1-12-50 

50,00 

•76 < 

Orissa Wood Products Ltd. . 

Private 

Orissa 

10-12-58 

5,00 
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Statement XIII (contd,) 


1 

2 

3 

4 

5 

6 

77 

Pallathra Bricks and Tiles 
Lid. 

P. blic 

Kerala 

21-W7 

1,00,00 

78 

Pra}?a To >h Co poration Ltd, 

Pabli: 

Andh'-a 

Pradesh 

28-5-L3 

1,50,50 

79 

Provid nt Investment Com¬ 
pany Private L d. , 

Private 

Bombay 

4-1 >26 

I'50,00 

80 

R;;dio and Electrical M:>nu- 
facturing C Ltd. . 

Public 

Mysore ;* 

25-2-46 

|37,50 

81 

Re abi ?nation Housing Cor- 
p > tion L'd. 

Publi. 

Delhi 

19-9-51 

50,00 

*82 

R ) Mkela Fab ication^ L’d. . 

Privat'’? 

Orissa 

28-3-59 

^,‘)0 

82 

Ron k la Fruit Products 
Private L d. 

Private 

Orissa 

18-3-'x 

20 

81 

Sindri Fertili ers & Ch mi- 
c 1-L!d. 

Private 

Bihar 

18-12.M 

30,00,00 

X ■'* 

Singreni Collieries Co., 
Lt:. 

P-.blir 

Andhra 
i radesh 

23-12-20 

50,00 

‘6 

Sorath Public Dai’y Ltd. 

Public 

Bombay 

6-12-55 

[10,00 

•7 

Sp'’k B ittery Maniif::\ct. ring 
W rks Ltd. 

Private 

Orissa 

r-3-58 

80 

88 

‘ late Tr i 'ini; Corp jr.tion 
of India Ltd. . 

Private 

Delhi 

18-5-5s 

r 5,00,0. 

89 

Sultania Co“on M nufactu- 
rin ’ Co., Ltd. . 

P-blic 

Bombay 

23-12-13 

rio.oo 

90 

Tranv n ore Cochin < l:cmi- 
(. als Ltd. 

Private 

Kerala 

8-11-^1 


91 

T aven^o’** El c‘ro-Chcmical 
Industries Ltd. 

Pu' lie 

K rala 

4-4-45 

f 1,00,00 

92 

T avanco e M nerals Private 
L‘d. . • . . 

P/ivatc 

Kerala 

30-10-56 

M.00,00 


Tr vanco- Titanium Pro- 
d ict Ltd. 

Public 

Kerala 

18-12-46 

175,00 

94 

Uni '' El trical In ustrie^ 
Ltd. 

Public 

Kerala 

3-10-50 

25,00 

"9 

UtKal Fruit Products Ltd. . 

Private 

Orissa 

18-3-58 

20 

• 6 

Uttar Pradesh mall Indus- 
t ies C '•rporation Ltd. 

Priv .t" 

Uttar Pi edesh 13-6-5^ 

[12,50 

97 

Western Shipping Corpora- 
ti »n Ltd. 

PrivateJ 

Bombay 

22- -56 

517,00.00 

98 

Zdwad Public Dairy Ltd. . 

Public 

Bonbayl^ 

3-2-5) 

5,00 


Subsidhries of Government Companies 

1 National Small Industries 
Cor n. (Bom’ay) Private 

Ltd. Private Bombay 28-2-57 10,00 
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Statraaent Xm (jcondd.) 


1 

2 

3 

4 

5 

6 

2 

National Small Industries 
Corporation (Calcutta) 

Private Ltd. a 

Private 

West Bengal 

1-3-57 

10,00 

3 

National Small Industries 
Corpn. (DeUii) Private Ltd. 

Private 

Delhi 

12-2-57 

10,'.'0 

4 

National Small Industries 
Corpn. (Madras) Private Ltd. 

Private 

Madras 

23-2-57 

10,00 

5 

Turpentine Subsidiary In¬ 
dustries Ltd. 

Public 

Uttar Pradesh 

11-7-39 

2,00 


Note : Starred Government companies have been registered during the year under review 
vig. 1958-59. 


GMGIPND—L -326 CLA— 23 - 2 - 1960 —2,000 




?rT5r TT^'iJT sn?Tra?T 3TT.RTft, 5??r^?iir 

Lai Bahadur Shastri National Academy of Administration Library 

MUSSOORIE 

?fo 

Acc. No. 

f WT 5?cr^ ^r? fefecT ITT ^TT^T 

I 


Please return this book on or before the date last stamped 
below. 


f^T^F 



^rerTT^f 
^ ?r®n 

Date 

i Borrower’s 
No. 

Date 

Borrower’s 

No. 









me* 0 I B R A R Y 

LAL BAHADUR SHASTRI 

^national Academy of Administration 

MUSSOORIE 


Accession No. __ 

1. Books are issued for 15 days only but 
may have to be recalled earlier if urgen¬ 
tly required. 

2. An over-due charge of 25 Raise per day per 
volume will be charged. 

3. Books may be renewed on requestr at the 
discretion of the Librarian. 

4. Periodicals, Rare and Reference books may 
not be issued and may be consulted only 
in the Library. 

5. Books lost, defaced or injured In any way 
shall have to be replaced or its double 
price shall be paid by the borrower. 

Help to keep this book fresh, clean A moving 




